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¢ In the Record « 


It All Goes Back to the MIG 


Almost every day now top Pentagon officials are going be- 
fore one Congressional committee or another. And most of 
the time they talk air power—that word with dollar signs 
attached. In the fiscal-1953 Budget, for example, that item 
amounts to $27 billion—33% of the whole. Adding the $49 
billion already appropriated for air power since Korea 
rounds out to a tidy sum. 

But dolJars mean materials and manpower. So, as might 
be expected, the aircraft buildup is taking a large share of 
our supplies of such critica] items as aluminum, nickel and 
cobalt. Skilled technicians are needed too. 


It all started that day late in 1950, when the first of the 
now vaunted Russian-built MIG’s streaked across the 
North Korean skies. For although the full implications did 
not strike home for months, it was that day that a large 
segment of our air force by comparison became second rate. 
It was then that the extent of the decay of our once supreme 
air might began to be evident. 


For the first of two articles outlining the dimensions and 
implications of rebuilding our depleted air wings see page 118. 


Get in There and Sell! 


A change in the business climate is indicated by the title 
of this month’s Business Highlights: “Return of the Sales- 
man?” The so-called “lull” in sales of consumer goods has 
now, with the end of the first quarter, continued for a full 
year—a rather long time for a mere lull. The outlook for 
the supply of metals is brightening and a downward pressure 
on retail prices has developed. 

Thus it looks as though competition for the consumer’s 
dollar has returned with emphasis. True, there are those, as 
Highlights points out, who look for a firming, if not a general 
rise, of business and prices in the second half—but “growing 
capacity, rapidly improving supply, and the waning of 
investment incentives have evoked an extremely conservative 
view” in many business quarters, reports our commentator. 


(Page 128.) 


Inflation and the Federal Deficit 


Only a few weeks ago, a 1953 federal cash deficit of up- 
wards of $10 billion was taken as gospel fact. So was the 
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notion that some $2 billion or $3 billion more would be 
required by the Treasury to pay off holders of maturing 
obligations and to cover net cash-ins of savings bonds. 
Deficit financing, economists were saying, could set off that 
inflation boom so long predicted but so long deferred. 


But, today, these estimates are being rather sharply re- 
duced. That and easier money seem to have stricken 
inflation from the list of worries about the near future. 
There is even the suspicion that in some quarters the old 
cliché that “a little inflation might be a good thing” is being 
brought out and dusted off for early use. For a better under- 
standing of this highly puzzling situation, the facts are ana- 
lyzed on page 146 in the light of what would be—and what 
would not be—productive of an inflationary potential. 


Early and Late 


As our neighbor to the North, Canada cannot help but be 
influenced by her big neighbor to the South. As a member 
of the British Commonwealth, she also is affected by the 
fortunes and ways of her relatives across the seas. But 
being also a grown-up entity of her own—and an increasingly 
important one—her own institutions and procedures exert a 
strong counter influence on the rest of the world. So what 
Canada does is worth watching. 

As for instance in the field of social security. Flat universal 
payments to all Canadian children and to all persons over 
seventy are two aspects of her program that differ widely 
from our own. (With our population, these two parts of the 
program would cost us about $7 billion annually.) Other 
aspects of Canadian social security resemble our own program. 


For a general survey of what Canada is doing in this 
important field, turn to page 140 of this issue. 


Coming Features 


An overabundance of riches this month crowded out some 
important material which you'll have to wait until the May 
issue to see. Among the articles that we have now scheduled 
for that issue are a round table paper on scientific giving as 
practiced by one big company; a short description of changes 
in important indexes of business and prices; and a comment- 
ary on the lengthening—or nonlengthening—of life expecta- 
tions at certain ages. 


A New Air Force by 1957 
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looks so formidable as it did three months ago. 

Aircraft production schedules, based originally 
on a 143-wing United States Air Force by mid-1954, 
have been drastically lowered: while the goal has re- 
mained unchanged, its achievement has receded 
eighteen to twenty-four months into the future. And 
the impact the program was expected to have on civil- 
ian business has been reduced commensurately. 

The reshaping of aircraft production curves is ad- 
mittedly a calculated risk; the military factors dictat- 
ing the buildup of Allied air forces have not changed. 
Why was the so-called stretchout necessary? Just now 
there is no agreement. It is admitted that serious tool 
and metal shortages have been partly responsible for 
slowed-up aircraft deliveries; also that there have been 
difficulties inherent in producing highly complex jet 
planes. On the one hand, military and industry 
spokesmen contend that the goal could have been 
reached if appropriations for the program had not been 
cut because of fear of civilian austerity. On the other 
hand, many government analysts now insist that the 
original goal of 1,800 planes a month by end-1953 was 
visionary. 

A Senate committee is trying to get at the answers. 


PROGRAM CAN CHANGE AGAIN 


The program nevertheless remains a major effort. 
Latest schedules call for a rise in military aircraft 
production from the current 700 a month to about 
1,250 by the end of 1953. Thereafter, deliveries are 
supposed to drift down to about 900 a month in 
1956—the peacetime replacement rate necessary to 
maintain United States (and United States-supplied 
European) air power at its planned strength. 

Such projections assume that military programs 
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will remain substantially unaltered for years. It 
cannot be overemphasized that the stretchout of the 
program leaves the financing of a significant part of 
the buildup to later Congresses and, possibly, a dif- 
ferent Administration. And the brief history of almost 
continuous change in postwar USAF and Naval air 
programs suggests that the “magic number” of 143 
wings may not remain inviolable, especially as con- 
ditions and administrators change. 

In fact, current defense planning implies a rethink- 
ing, and conceivably a changing, of the 143-wing Air 
Force structure. Originally, that number was phased 
into the over-all defense program of the Army and 
Navy scheduled for realization in late 1953. But the 
stretchout of the Air Force buildup alone will upset 
the balance contemplated for our armed forces. If 
current over-all defense strategy should weather sev- 
eral more years of cold war, the projected balance of 
land, sea and air forces would not be attained until 
1956, even though the Army and Navy would have 
completed their development by 1953 or 1954. 


WHAT MIGHT CAUSE A CHANGE 
However, it is possible: 


that changes in the nature of the cold war 
might require a new strategy and composition of 
military forces; or 

that a new Administration might take a quite 
different tack in the cold war; or 

that the new Congress might cut military ap- 
propriations; or, finally, 

that Russia might dictate the American mili- 
tary program by warming up the cold war. 


So far, the money put into the aircraft buildup 
commits the United States to a 117-wing to 119-wing 
partially modernized air force by the end of 1953. 
(The USAF currently has ninety-three wings in oper- 
ation.) Funds in the current budget would extend 
perhaps to 130 modern wings by the end of 1954.1 
Even now—or next year—changes and revisions could 
be made. But major alterations, once the wheels of 


1There would also doubtless be additional wings operating with 
obsolescent aircraft. 
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industry are rolling, are costly. So decisions to scale 
down or significantly change the composition of the 
proposed group structure would probably take 
eighteen to twenty-four months to implement. 

Our present air buildup, influenced in part by our 
Korean experiences, has a slight tactical bias.1 It em- 
phasizes the weapons of troop support and tactical, 
rather than intercontinental, bombing. Air Force 
fighters and light bombers are key elements in the 
program. So are medium bombers, which can strike 
enemy industries from overseas bases, and carrier- 
based aircraft, which are now capable of delivering 
atom bombs deep into enemy territory. This strategy 
is tied in with a string of air bases around the peri- 
phery of the Iron Curtain. It does not require the 
existence of a viable North Atlantic Treaty Organ- 
ization; without it such tactics would function less 
effectively. 

However, this approach to over-all Western de- 
fense is not held sacrosanct by either its military pro- 
ponents or all current, or potential, civilian policy 
makers. An alternative plan concentrates on defense 
of the North American continent, with emphasis on 
strategic air power: long-range bombers like the B-36, 
capable of delivering atom bombs to any target in 
the world. Escort fighters and interceptors would be 
given priority over fighter bombers and carrier-based 
aircraft. The total number of wings under such a 
program could be close to 143, but the composition 
would bear little resemblance to the program now 
under buildup. 


ANY CHANGE WOULD BE SLOW 


Should a decision be made to put more air power 
into strategic weapons it would doubtless take months 
to get the funds against which to place orders. Air- 
craft deliveries would then not reflect the increased 
emphasis on heavy bombers until perhaps two years 
later. Thereafter, replacement requirements for the 
bomber-dominated Air Force could well be less than 
for the more tactical group structure now planned.? 

In the event of an all-out war, requirements would, 
of course, vastly exceed the present program. During 
the last war, the replacement rate for combat aircraft 
in some fighting zones was as high as 25% a month. 
For the whole war period, fighters averaged eight 
months in first-line positions overseas, bombers ten 
to fourteen months, and transports over three years. 

Losses of all types of aircraft by the Air Force and 
Navy totaled well over 100,000, perhaps a third of 
them in combat. In 1944, losses amounted to half 
of all planes operating during that year. Such fig- 

1Much of the emphasis toward tactical weapons is merely the 
result of the large increase in the number of wings. When the USAF 
had only forty-eight wings, a substantial share had to be devoted 


to basic needs for strategic bomber groups. The increase to 143 
wings will allow the filling out of tactical requirements. 


2Losses of heavy bombers are usually less than for fighters. 
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ures put an aircraft program under wartime con- 
ditions in a completely different dimension from 
the programs under current consideration. If war 
broke out tomorrow, there would no longer be any 
question of requirements. Designs would be frozen 
and aircraft assembly lines turned up to full blast. 
But even then it is doubtful whether new production 
would be sufficient to offset the initial combat losses. 

And it is such a contingency that may be leading 
defense planners to continue to build up our inventory 
of first-line planes after initial requirements are met. 
In planning the old peacetime program of seventy 
groups, the Air Force estimated that a reserve of 8,100 
first-line planes would be needed to meet combat 
losses before production lines got going. Under pres- 
ent mobilization plans, it appears that the buildup of 
productive capacity and a network of subcontractors 
over and above requirements of the 143-wing and re- 
lated programs, is in part a substitution for a reserve- 
in-being. Presumably, output could thus be rapidly 
expanded if and when a war broke out. 

While our USAF program is anything but firm, 
it is far firmer than the status of the planned air force 
for Europe. Of the 6,000 tactical aircraft scheduled 
to be contributed by France, Germany, Italy and the 


The aircraft component of America’s rearma- 
ment plan has already had widespread economic 
consequences. The road to air power starts far back 
in the civilian economy; it runs through the markets 
for raw materials, for engineers, machinery workers, 
machine tools. And it runs headlong through the 
Federal Budget. 

Yet management, outside the aircraft industry it- 
self, has been operating in an almost total vacuum 
of information on this basic dimension of the busi- 
ness outlook. The available facts on the current 
status of the program are scattered thinly in tech- 
nical and engineering manuals; in published organi- 
zational charts; in literally hundreds of volumes of 
committee hearings; in the massive statistical tables 
of the budget; and in the complex language of the 
materials orders. The task of integrating the facts 
into a picture of the program is made infinitely 
more difficult because many of the parts are hidden 
behind security regulations. 

This is the first of two articles which assemble 
the available material, interpret from it the general 
magnitude of the program, and analyze its impact 
on the nation’s economy. In the preparation of this 
article, the Board has had no access to classified 
material. The second article witl deal with the cost 
and financing of the program, and its requirements 
of metals and manpower. 
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Benelux countries, about half will be supplied to those 
countries by the United States. These aircraft, which 
are scheduled for operating units by 1954, may not be 
required until a much later date. Perhaps half the 
aircraft we are committed to supply would have gone 
into German units under a proposed European army. 
But the dragging of official feet on the Continent in 
forming such an army suggests that the air units may 
not be ready for deliveries of major equipment until 
1955 or 1956, if ever. In addition, there is the evident 
reluctance of Congress to foot the huge cost of build- 
ing up North Atlantic Treaty Organization military 
forces. 


STARTING ALL OVER AGAIN 


Our present drive to rebuild our once invincible 
air arm comes at a time when the last vestige of our 
huge World War II stock of combat aircraft has 
passed into the late stages of obsolescence. At the end 
of the war, Army and Navy air forces counted 100,- 
000 first-line aircraft (including 60,000 combat fighters 
and bombers) in their inventories. Nearly 3 million 
men were organized into a vast group structure. And 
industry was tooled and staffed to turn out 100,000 
planes a year. 

Then production cut back to a mere trickle. In 1946, 
only 1,669 military aircraft came off assembly lines. 
Tens of thousands of planes were sold or otherwise 
disposed of; thousands of others were put into stor- 
age. By 1947, the USAF had shrunk to fifty-five 
groups from the war-end total of 269. (Navy Air’s op- 
erating strength went down commensurably.) What 
was more, the then current levels of procurement were 
not sufficient to maintain even fifty-five groups, and 


the forecast was for still a further decline in strength. 

Some attempt to stem the decline was made late 
in 1947, when public hearings before Congressional 
groups and a specially appointed President’s Air 
Policy Commission produced the concept of a fully 
modernized seventy-group USAF backed by a strong 
Navy Air Force. In May, 1948, the Congress voted a 
substantial increase in funds for aircraft. USAF pro- 
curement, which had dwindled to 600 to 700 planes 
in each of the fiscal years 1946 to 1948, jumped sharply 
to 2,300 in fiscal 1949. Navy procurement was up to 
1,300 (see chart). In anticipation of new equipment 
soon to be forthcoming, the USAF began to build up 
its operating units. By December, 1948, fifty-nine 
groups were in being. The Navy, also starting to build 
up, increased its carried air groups from eleven to 
sixteen groups. 

Then late in 1948, after weighing the benefits of in- 
creased air power against the inflationary impact of 
increased defense expenditures, the Administration 
ruled in favor of economy. And the “magic number” 
of seventy groups remained on paper. With the fall 
of the economy axe, the USAF began to retrench to 
its pre-Korea strength of forty-eight groups, while the 
Navy reversed its field and contracted to nine carrier 
air groups and supporting units. 


FILLING OUT THE PROGRAM 


Even after nearly two years of Korean war, the in- 
crease in airpower is in organizational structure only. 
Modern equipment coming off production lines so far 
has only been sufficient to meet first-line replacement 
needs. 

Of the 100,000 first-line planes available at the 


Post World War II Air Force—A Vestige of Power 
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Aircraft on hand, by type, in thousands. Includes all planes operating, under repair, or in storage 
Sources: United States Air Force; United States Navy; The Conference Board 
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end of the war, only a handful fit into the concept of 
a modern air force! Of the 20,000 USAF and 
13,000 Navy planes now on hand, only 6,000 could be 
considered modern. And of that number, fewer than 
5,000 are combat types—bombers and fighters. 

The currently conceived 143-wing Air Force and 
sixteen-carrier air group Navy will need about 28,0002 
first-line aircraft, including 16,000 fighters and 
bombers. Adding in the Army’s projected buildup 
to a force of 3,500 to 4,000 light noncombat planes 
and the planned United States contribution of 3,000 
combat aircraft for NATO forces brings total require- 
ments to 35,000 aircraft. 

This buildup, plus normal peacetime replacement, 
would require the production of something like 10,000 
planes this year and 13,500 in 1953, followed by a 
slight decline in 1954 and 1955 and a leveling off at 
about 11,000 to 12,000 in 1956 to meet replacement 
needs. (Actual deliveries under the stretchout may be 
somewhat lower in 1952 and 1953 and higher in 1954 
and 1955, by as much as a thousand aircraft a year.) 
If the Korean war continues, additional requirements 
of 1,000 to 1,500 planes a year might be needed to 
replace losses. 

These figures fall far short of record World War II 
output. (In 1944, for example, 96,000 planes came 
from United States factories.) However, the aircraft 
that will come off assembly lines next year will be 
much more complex than World War II types. Even 
without the heavy load of electronics equipment, 
fighter planes now in operational units weigh 60% 
more than their 1944 counterparts. While production is 
not likely to be very impressive in numbers, in terms 
of airframe weight output in 1953 should compare 
more favorably with the early World War II record 
(see chart). 


BUILDING UP THE AIR FORCE 


The composition of the Air Force as of early 1950 
was made part of the public record by USAF officers 
in testimony before Congressional committees. Those 
hearings indicated that the Air Force, at the time 
the Korean war broke out, was to have forty-eight 
groups or wings, including three groups using the 
huge intercontinental B-36 bomber, twelve medium 
and light bomber groups, and twenty fighter groups. 

Figures have also been made available on the num- 
ber and types of planes used in each of these groups. 
Requirements run from a low of thirty planes for each 
of the heavy bomb wings to a high of seventy-five 
aircraft for each day-fighter unit. (See box.) Including 
the necessary spare aircraft to fill in for planes in repair 


10f that 100,000, fewer than 25,000 are still on Air Force and 
Navy books—many of them in storage. Of the 75,000-decline in 
stocks of World War II aircraft, many were sold overseas at the end 
of the war. The remainder were salvaged for parts, were totally 
scrapped, or lost in postwar operations. ; 

Includes several thousand Navy trainers, transports, helicopters, 
and utility aircraft not conventionally designated as first line. 
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WINGS, GROUPS AND SQUADRONS 


The basic organizational unit of the United States 
Air Force is the “wing.” It encompasses a combat 
unit—the group, and allied administrative and service 
units. In peacetime, a combat group is composed of 
three tactical squadrons, each equipped with similar 
type aircraft—the number depending on the mission 
and what a commander can control from the air. 


The wing and, group structure of the Air National 
Guard parallels that of the regular Air Force. 


The current number and type of aircraft assigned 
each type of group is: 


Type of Group Planes per Group Type of Aircraft Assigned 


Heavy bomber........... 30 B-36 
Medium bomber......... 45 B-50, B-29, B-47* 
Light bomber............ 48 B-26 
Bightersidaya..3) 6... oe 715 F-86*, F-80*, F-84*, F-51 
all-weather...... 36 F-82, F-89*, F-94* 
Troop carrier: medium... 48 C-46, C-47, C-82, C-119 
heavy..... 36 C-54, C-97, C-124 
Reconnaissance: tactical... 54 RF-80*, RB-26, RB-45* 


A 36 RB-29, RB-50, RB-47* 
strategic. . 30 RB-36 


*Jet type; the B-36 aircraft have six piston-driven engines, and four jets. 


In addition, the USAF operates separate squadrons 
for rescue, support and in-flight refueling. In comput- 
ing over-all requirements for a specified number of 
wings or groups, an exira 12144% to 15% is added to 
the above requirements to take care of aircraft in 
repair or modification depots, in pipe lines, or set 
aside for testing purposes. 


Navy carrier air groups are usually composed of 
four fighter and one attack squadron, and another unit 
comprising night fighters, mine-laying aircraft, heli- 
copters or other aircraft, depending upon the mission 
to be performed. Each aircraft carrier is assigned a 
group, with replacement groups stationed at coastal 
Naval Air stations. 

Carrier air groups operating off Essex-class (CV) 
carriers have a normal complement of ninety-one air- 
craft, while those assigned to the larger Midway-class 
(CVB) battle carriers have about 117 aircraft. 

Antisubmarine squadrons attached to light and 
escort carriers average about twenty-three aircraft, 
and shore-based patrol squadrons have nine planes 
each. 

Marine fighter squadrons are assigned twenty-four 
aircraft. 

In computing over-all requirements for these units, 
an additional 30% to 35% is added to operating re- 
quirements, to account for aircraft normally under 
repair or modification, or in pipe lines. 


shops and required for testing purposes, the 48-wing 
structure needed 2,600 planes to man its front-line 
operating units. With nearly 3,000 in the Training 
and Military Air Transport Commands and with 
a 27-wing Air National Guard, total first-line needs 
at the time of Korea were 7,500 aircraft. 
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THE BUGABOO OF OBSOLESCENCE 


In the final analysis, a combat plane is obsolescent 
when it is no longer a match for the enemy aircraft 
it is pitted against. During World War II, our long- 
range Superforts—the B-29’s—successfully eluded 
enemy interceptors to lay waste to vast areas of 
Japanese industry. 

But on similar daylight missions in the Korean 
war, the propeller-driven B-29’s are at the mercy of 
a jet-age version of the interceptor—the Russian- 
built MIG-15. Even some of our newer jet fighters 
have been demonstrably outperformed by the MIG 
on the front line—a sufficient reason for putting the 
tab of obsolescence on some of the earlier models of 
the Navy Panther and Banshee jet fighters and the 
USAF’s Shooting Star. 

However, even after these aircraft lose their first- 
line roles, they are not discarded. There are innumer- 
able tasks to be performed in the Air Force and Navy 
that do not require the rigid standards of aircraft used 
on the fighting fronts. In fact, obsolescent planes con- 
tinue to perform training and administrative missions 
until rising maintenance costs make them uneconom- 
ical to operate. These obsolete planes are then sold 
for salvage. 

Experience over the years has enabled the Air Force 
and Navy to compute life tables of aircraft from birth 
to death—a basic actuarial tool in figuring year-to- 
year requirements. 

First-line life Second-line life Total life 
Fighters, attack bombers.. 3 years 31% years 61% years 
Light and medium bombers 4 years 6)4 years 10!4 years 
Heavy bombers (B-36) 6 years no experience 

In addition, the Air Force figures a three-year, first- 
line life for helicopters, five years for liaison planes, 
and six to seven years for transports and trainers. 
The Navy doesn’t estimate a first-line life for these 
noncombat aircraft, but continues to use them until 
they wear out. 


While the Air Force then counted 10,000 aircraft of 
first-line quality, fewer than 5,000 of those were of 
the types and models needed in organized units under 
the 48-wing program. The Force had more than 
enough B-29’s to fill medium bomber requirements, 
but not nearly enough modern fighters. This meant 
that many fighter groups (especially in the Air Na- 
tional Guard) had to use obsolescent equipment not 
quite adequate to fulfil missions assigned to them.? 

With the outbreak of the war in Korea, the lid on 
Air Force strength imposed since the end of World 
War II was suddenly stripped off and a rapid buildup 
begun. 

How was this done? Congressional hearings and 


Another 4,000 obsolescent planes used for administrative pur- 
poses, 900 for Air Reserve units, and 8,500 planes in storage or 
other inactive service brought the total USAF inventory to 21,000 
at the start of Kurea. 


periodic reports of the Secretary of Defense help to 
recreate the events. During the first eighteen months 
of the Korean war, twenty-one Air National Guard? 
and ten Reserve wings were called up intact. Other 
units of the Reserve were “cannibalized” for men and 
equipment? to bring the Air Force to a total strength 
of ninety wings by the beginning of 1952. 

Although the exact composition of the current 
group structure is secret, it is known that of the 
thirty-one Guard and Reserve units called up intact 
eighteen were training as fighter groups, eight as light 
bomber groups, and five as troop carrier units.? 


PRESENT STATUS 


This information, plus other fragments, provides a 
fairly reasonable estimate of the current composition 
of the United States Air Force. Since most of the build- 
up in wings since Korea has represented an activating 
of Guard and Reserve units, the increase in strength 
implied by the near doubling of USAF wings is partly 
illusory. The total number of Air Force, Guard, and 
Reserve wings was one hundred at the start of the 
Korean war, and it is one hundred now—although ad- 
mittedly these groups are now in a much superior state 
of combat readiness. As to first-line equipment, the 
current 93-wing USAF is apparently not any better 
than, and perhaps inferior to, the 48-wing USAF. 
Deliveries of new planes during 1950 and 1951 may 
not have exceeded 3,900, which is just about the num- 
ber of first-line aircraft lost owing to combat oper- 
ations, accidents, obsolescence and transfers to NATO 
countries.* In addition, if the World War II planes 
that go into the second line by mid-1952 are excluded, 
the USAF can count on fewer than 4,000 planes to 
meet the 10,000 first-line plane requirements of a 
ninety-wing Air Force. 

The continued buildup of United States air power 
during the next several years is likely to be of a 
more substantial character. The 14,000 planes ordered 
since the outbreak of the Korean war—and the 
8,000-plus in the fiscal 1953 budget—will mean a flood 
of new planes into USAF operating units during the 
next several years. Even if no more money is made 
available for aircraft after the proposed 8,000 aircraft 
are ordered, the Air Force will be able to build up an 
inventory of about 15,000 to 16,000 first-line planes 
by the end of 1954—provided, of course, losses adhere 
to peacetime experience. Since first-line aircraft re- 
quirements for the 143-wing program are roughly 


1A twenty-second Guard wing was activated but converted to a 
combat crew training unit. 

*Of the twenty-five Air Reserve wings in training at the start of 
Korea, twenty were of medium troop-carrier units—many more than 
were needed in the Korea buildup. 

5At least one of the wings was converted to a reconnaissance unit 
when called up. 

“However, most of the aircraft “retired” to second-line jobs be- 
cause of obsolescence remained with their units owing to lack of 
replacements. 
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17,000, funds already obligated and in the new budget 
would go most of the way to meet the current goal. 

The only hint available about the composition of 
the 143 wings is that they will contain seventeen 
troop-carrier wings, and almost double the number 
of tactical wings that the soon-to-be achieved 95-wing 
USAF will have. 

This implies something like forty-one bomber wings, 
and sixty-seven fighter and fighter-bomber wings— 
including perhaps twenty or more all-weather inter- 
ceptor groups. About eighteen reconnaissance and 
seventeen troop carrier groups round out the 143 
wings. 

Just how many aircraft would be required to be pro- 
duced each year to build up to 143 wings, and then to 
maintain them, depends essentially on how losses are 
computed. Under normal peacetime conditions, 
roughly a third of jet fighters operating during any 
year will crash. And those that manage to stay in 
one piece for three years are retired from first line. 
By that time, the USAF figures, the plane will be 
obsolescent.+ 

Taking our figure for the number of fighters in the 
143 wings—7,300—such calculations imply a yearly 
crash loss of 2,400 planes, with another 1,600 dropped 
from first-line position. That is a replacement require- 
ment of 55% each year, equivalent to a complete 
turnover of the whole stock of first-line fighters every 
twenty-two months! To expand to the 7,300-fighter 
plane level, a delivery rate averaging about 3,900 a 
year in the period 1952-1955 would be required. 

To build up and maintain a 3,000-bomber fleet 
would require deliveries averaging under a thousand 


1[n some instances, modifications of aircraft to incorporate new 
devices can prolong their first-line life—but not by much. 
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a year. The lower replacement rate for bombers rela- 
tive to fighters can be traced to the lower bomber 
crash rate. Less than a tenth of operating bombers 
crash each year, and they tend to stay in first-line 
units longer—four years for light and medium bomb- 
ers, six years for the heavy ones. 

Adding in requirements for transports, trainers, 
liaison, helicopters and the like, a delivery rate for 
all aircraft of about 5,400 in 1952, 7,800 in 1953, 7,000 
for 1954-1955, somewhat more than 6,000 a year by 
1956 is indicated. (See chart.) However, the stretch- 
out may push some of the deliveries originally sched- 
uled for 1953 into 1954 and 1955.. 

If current plans are carried out by the end of 1956, 
our first-line units will be stocked almost exclusively 
with planes now still on drawing boards or in test 
models. Very few planes now in use or scheduled to 
come off assembly lines this year will be counted as 
first line (see chart). Many of the original B-36 
bombers will have been transferred to second-line use. 


IT WILL HAPPEN TO THE SABRES TOO 


The F-86 Sabre jets, now doing such yeoman service 
in Korea against the vaunted Russian-built MIG-15, 
will be second line and almost obsolete by 1956. The 
long-range intercontinental bomber tasks will be in 
the hands of a new swept-wing eight-jet bomber now 
undergoing test—the B-52. The B-60, a swept-wing 
jet version of the B-36, may also be in quantity use, 
while the B-47 Stratojet should be taking on most of 
the medium-bomber assignments. For fighter escort 
of the bombers, contracts have been placed for a new 


1The crash rate varies with the type of bomber, however. Nearly 
a fifth of all light bombers are lost each year, compared with a much 
smaller percentage of large intercontinental bombers. 


Buying Planes for Air Power 
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long-range jet designated the F-101. All-weather in- 
terceptors, which in 1956 models should be veritable 
flying electronics laboratories,! are being counted on 
to defend North America against atom bombers. 


IT TAKES MONEY 


Whether this proposed striking force is realized will 
depend to a large extent on future Congressional ap- 
propriations. Funds already allotted will allow a 
buildup to about 117 wings, with nearly nine tenths 


One such fighter, the F-102, will be a delta-wing, supersonic 
aircraft equipped with a fully automatic electronic pilot. The human 
pilot will go along to act as a monitor only. 


of first-line requirements filled with modern planes 
by the end of 1953. Appropriations in the current 
budget will allow additional planes and replacements 
by the end of 1954, for a continued buildup to 130 
wings, almost fully modernized. If further funds were 
then cut off, the number of first-line planes would fall 
rapidly from about 15,000 at the end of 1954 to 13,000 
a year later, and to 9,000 at the end of 1956. This 
latter figure would be enough to staff probably fewer 
than eighty modern groups. 

In Korea, fighting goes on in the air. If it continues 
combat loss reports may begin to list larger and larger 
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REQUIREMENTS 
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The production buildup looks small in numbers . . . 
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numbers of first-line aircraft. All eleven combat-fighter 
and bomber wings engaged in the early phases of the 
Korean war were equipped with World War II-type 
aircraft or obsolescent F-80 jets. These aircraft have 
absorbed the large majority of our reported losses 
to date. But in recent months, large numbers of first- 
line F-86 Sabre jets, F-94 interceptors, and the par- 
tially modern F-84 Thunderjets have replaced many 
_of the piston-engined planes in squadron equipment. 
And increased modernization of the Far East Air 
Force combat contingents is under way. It will soon 
be these aircraft that will take the brunt of the losses. 

Continued losses in Korea could push back the 
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date of a fully modernized Air Force, or, alternately, 
step up requirements for new aircraft from the current 
level of 7,000 for 1954 and 1955 to upwards of 8,000 a 


year. 
BUILDING THE NAVY AIR ARM 


In the past eighteen months, the Navy has added to 
its air corps structure at a much faster rate than has 
the USAF. But like the USAF, the new Navy units 
have gone into operation largely with obsolescent 
equipment. 

At the outbreak of the Korean war, the Navy and 
Marine Corps (including Reserve units) were operat- 
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ing 6,100 aircraft, with an additional 2,900 planes in 
repair or modification shops, or in pipe lines. Of the 
9,000, about 2,200 were assigned to Navy and Marine 
combat units.1 About half were in fighter and attack 
squadrons flying off the seven large carriers then in 
operation, or assigned to the two land-based spare- 
carrier air groups. Another 500 tactical planes were in 
the sixteen Marine Corps fighter squadrons. The re- 
maining aircraft were attack and patrol bombers as- 
signed to the escort carrier-based antisubmarine squad- 
rons and the twenty shore-based patrol units. 

In addition, Naval and Marine Reserve units were 
using another 1,800 combatant-type planes, to bring 
total first-line requirements to 4,000 aircraft. Against 
these needs, the Navy could muster only 2,600 air- 
craft, or 65% of requirements. Obsolescent planes 
were filling the gaps. 

Navy and Marine training programs, transport and 
administrative requirements brought the total active 
aircraft inventory to 9,000.7 


THE NAVY IN KOREA 


To initiate the Korean buildup, the Navy acti- 
vated five large Essex-type carriers and seven smaller 
escort and tanker carriers. The number of carrier air 
groups has been increased to fourteen, including the 
two spares. Antisubmarine squadrons have been 
upped to fifteen, patrol squadrons to thirty-four. 
Marine fighter units now number twenty-seven. To 
staff these units (including Reserves) about 5,500 
modern fighter, attack and patrol bombers are needed. 
Actual first-line planes on hand, however, are equal 
to, or perhaps less than, pre-Korea inventories.? Losses 
have kept up with new deliveries. 

Current planning calls for an expansion of Naval 
air power to sixteen carrier air groups, with compar- 
able increases in Navy and Marine squadrons by the 
end of 1953. That would boost first-line requirements 
to about 6,100 planes. Applying peacetime crash and 
obsolescence rates, the buildup to 6,100 planes, and 
replacement thereafter, would require deliveries of 
about 2,500 combat-type planes in 1952, about 3,300 in 
1953 and then back to a replacement rate of 2,500 to 
3,000.4 

In addition, scheduled deliveries of helicopters, 
transports, trainers and utility types would probably 
add from 300 to 600 more aircraft to delivery sched- 
ules each year.® 

Some indication of increased losses from a continu- 

1Excluding helicopters and other noncombatant types. 

Another 4,800 in storage accounts for the total inventory of 13,800. 

Helicopter strength, which is not included with first-line require- 


ments, has increased measurably with the addition of Marine trans- 
port and Navy helicopter units. 

‘These deliveries provide for a small excess reserve of combatant- 
type aircraft. 

’Since a large number of obsolescent combat aircraft are used for 
training and administrative tasks, losses of noncombat types are 
only partially filled by new procurement. 
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ation of the Korean war can be gathered from recent 
experience. Monthly combat losses for the several 
carrier air groups and other squadrons engaged in the 
Korean war are running ten to twenty a month. In 
addition, the Navy and Marines are losing more than 
the usual number of aircraft from noncombat oper- 
ations. As the combat contingents fighting in Korea 
become fully modernized, annual losses of first-line 
aircraft would increase several hundred a year. 

That would place deliveries of all types of aircraft 
for Navy and Marine use between 3,000 and 4,000 
planes a year for the next few years.! 


ARMY AIRCRAFT 


Army aircraft consist solely of light-weight liaison 
and helicopter planes? that are significant in number 
but negligible in airframe weight when compared with 
the Air Force or Navy. Nevertheless, Army aircraft is 
sharing in the buildup of United States air power. 
From a meager 600 planes in early 1950, the Army now 
has 1,600 in use, and plans on more than doubling the 
present number. Since Korea, the Army has been 
given $179 million for aircraft procurement. This 
would be enough to maintain deliveries of 1,000 to 


1Or alternatively the reserve of combat planes assumed in the 
delivery rates based on peacetime losses would be depleted. 


*Though there is some talk of acquisition of some heavy transport 
ypes. 
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1,500 light aircraft a year, which is about what would 
be required to build up an inventory of between 3,500 
and 4,000 aircraft by the end of 1954. 


PLANES FOR NATO 


One of the key elements in the military buildup of 
the North Atlantic alliance is the 6,000-tactical-plane 
air force to be contributed by France, Germany, Italy 
and the Benelux countries. NATO would like to see 
such an air force in being by 1954. But the political 
and economic difficulties now delaying the formation 
of a European army suggests that the actual realiza- 
tion of such a force may have to await 1955. 

It is doubtful whether the six European army na- 
tions could now put more than 1,000 modern planes 
into the air. Germany is not allowed to have any mili- 
tary planes. Italy until very recently had been re- 
stricted to 200 fighters by her peace treaty. Belgium, 
Luxemburg and the Netherlands have roughly 200 
fighters, including perhaps one hundred United States 
F-84 Thunderjets. France has something like 500 to 
600 fighters, including a few hundred Thunderjets 
recently obtained from us under MDAP. 

The 1,500 aircraft planned for a German air force, 
as well as the 1,000 aircraft scheduled for Benelux 
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units, will doubtless consist largely of aircraft supplied 
by the United States. The 2,000 tactical planes in 
French squadrons will presumably have large numbers 
of French and British types, although, here too, 
American Thunderjets and Sabres will play a big part. 
Italy has orders in for a couple of hundred F-84’s and 
a thousand British jets (supposedly Italy’s aircraft in- 
dustry, long dormant, will soon be able to supply 
some of her own needs, as well as those of other 
NATO countries) . 

In all, it would appear that the 6,000-plane air force, 
now in the buildup stage, will contain about 3,000 
American fighters and transports in tactical units. 
Moreover, Norway is operating six F-84 squadrons 
that will require normal replacement, if not further 
buildup. There will doubtless be additional United 
States aircraft sent to Britain, and perhaps to other 
members of the Commonwealth. Demands from all 
these sources could require perhaps 1,000 combat 
planes from United States assembly lines in 1953, and 
perhaps 1,800 or 2,000 planes in 1954 and 1955. There 
may also be some demand for trainers, helicopters and 
other noncombat aircraft. 

ALAN GREENSPAN 
Division of Business Economics 


BUSINESS BOOK SHELF 


Payment by Results—A compilation of the various types 
of wage systems now in use, the procedures used in intro- 
ducing and applying them, the extent to which they are 
used in various countries and industries, their effects on 
output and workers’ earnings, their advantages and dis- 
advantages and the various provisions which have been 
found necessary to safeguard the interests of employers 
and workers. International Labor Office, Studies and Reports 
New Series No. 27, Geneva, Switzerland, 1951. $1.25. 


How To Use Your Trade Association—A description of 
the purposes, policies, and programs of trade associations. 
Walter Mitchell, Jr., Prentice-Hall, Inc., New York, 19651. 
$5.35. 


Compensating the Corporate Executive—Second and 
revised edition of the well-known work “Corporate Execu- 
tives’ Compensation.” Covers the numerous problems and 
legal aspects of executive compensation (executive salary 
contracts, profit sharing plans, stock options, deferred 
compensation and pensions) and describes government 
and judicial controls over executive compensation in pri- 
vate and publicly owned companies. George Thomas 
Washington and V. Henry Rothschild, 2nd. Ronald Press, 
New York, 1951. $12. 


New England’s Gold Reserves and Interdistrict Pay- 
ments—Under this perhaps forbidding title, the Federal 
Reserve Bank of Boston begins a series of articles that will 
trace the flow of gold payments between New England and 
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other regions of the country. The analysis is of interest 
not only because of the light shed on New England but 
also because it presents an important framework in which 
to approach interregional relations. Monthly Review, 
Federal Reserve Bank of Boston. October, 1951. 


Official Airline Route and Mileage Manual—A conven- 
iently organized description of United States certificated 
air-line routes, by maps and text. In loose-leaf form, it is 
kept current by periodic issuance of new pages. Published 
by Air Traffic and Service Corporation, Washington, D. C., 
under contract with the Civil Aeronautics Board, $16 a year 
for domestic rates, $22 for domestic and international. 


Quality-Control Handbook—Is designed primarily for 
reference and use by executives, supervisors, and engineers 
in industry. The book covers the economics of quality 
control; how to organize for quality; acceptance, control 
and assurance of quality; and application to specific pro- 
cesses and products.—Kdited by J. M. Juran, McGraw-Hill 
Book Company, New York. $10. 


Small Business Bibliography—A bibliography of periodi- 
cals, books, and information sources in business fields. 
The small businessman, especially, can find sources of the 
information he needs to avoid mismanagement and failure 
(65% of all new businesses within the first two years). 
—By Jessie Croft Ellis, F. W. Faxon Company, Boston, 1951. 
237 pp., $4. 


Business Highlights 


RETURN OF THE SALESMAN? 


First-quarter trends—in prices, income, spending, and supply of materials— 
spell vigorous competition ahead 


anniversary of the so-called “lull” in inflationary 

pressures. For one year now, the majority of 
general business indicators—and virtually all other 
indicators that do not give undue weight to the de- 
fense sector—have alternated between stability and 
softness. At times, output has borne the brunt of the 
adjustment and at other times prices—but the gen- 
eral trend of civilian business has been rather clearly 
downward. 

The first quarter has furnished no good evidence 
that this downward trend has abated. If anything, it 
has inserted some new uncertainties into the short- 
term outlook. 


‘Poe END of the first quarter marks the first 


NEW SOFTNESS 


Another round of softness has replaced the price 
stability of the fourth quarter of 1951. Wholesale 
prices have slid 2% since the beginning of the year. 
All the gains in the brief climb of prices during the 
fall of 1951 have been wiped out, and the general 
price level is now back to late 1950. Raw materials 
prices, at mid-March, were back to levels they had 
reached in just the first few months after Korea. 

Most of the recent decline has been concentrated 
in farm prices, which broke more sharply in Febru- 
ary than at any time since early 1949. The February 
drop sent the farm parity ratio down to 100, the low- 
est level since Korea. This suggests that inflation of 
income in the farm sector has come to a decisive halt. 

And industrial commodities have not been entirely 
free of price weakness in the new year. Chemicals, 
some building materials, textiles have subsided fur- 
ther. Wholesale food prices have been conspicuously 
soft. 


What is particularly important about this new price 
weakness is that while raw materials are still some- 
what high relative to the general wholesale and retail 
levels, they are no longer very much out of line. As 
late as January it still appeared that the relatively 
high level of raw material costs could, with any en- 
couragement from demand, supply an upward bias 
to the general wholesale and retail price levels. (High- 
lights, February, page 48). That possibility still exists, 
since manufacturers’ margins in many consumer in- 
dustries are still unsatisfactory. But for the past two 
months, while demand at the retail level has pro- 


vided no encouragement at all, the margin squeeze on 
consumer goods manufacturers has been slowly loos- 
ening because of the decline of raw material prices. 
In the absence of any improvement in demand, 
narrow margins have been putting downward pres- 
sure on materials costs, instead of upward pressure 
on prices. 


RETAIL DEMAND STILL DOWN 


The new weakness of prices since January is thus 
traceable, in large measure, to slack demand at retail. 
In fact, consumer buying continues to undermine all 
optimistic expressions of the general business out- 
look. Retail trade figures for January show a little 
improvement in some durables: automobiles, build- 
ing materials and hardware. But home furnishings 
sales have continued weak despite the slow price de- 
cline that has been going on ever since the late fall. 
In January, department store sales (seasonally ad- 
justed) slipped a little from December, then moved 
definitely down in February. In late February and 
early March, sales were running even with 1949 and 
1950. 


In the face of heavy promotional activity, retail 
trade in the new year has been poor enough to revise 
retailers’ expectations significantly downward. Inven- 
tory reduction has made a lot of progress at retail, 
although difficulty is being experienced in clearing 
shelves of less desirable stock. But stocks at manufac- 
turing levels continue high, and are apparently heavy 
in finished goods. In 1949, inventory reduction was 
simplified by a continuing high rate of personal 
consumption expenditures. In real terms—corrected 
for the price decline of 1949—consumption in that 
year actually exceeded that in 1948. But since the 
second quarter of 1951, real consumption has been 
running about 5% below 1950. It is running about 
6% below the first quarter of 1951 (and inventories 
were actually expanding even in that period of boom- 
ing trade.) Pronounced liquidation at the manufac- 
turing level would apparently require a considerably 
sharper reduction in output than has been made so far. 

Metal prices, of course, have clung to their ceilings, 
even though retail trade in durables has been poor. 
But at least some of the forces at work on nonmetal 
commodities have also been present in the metals 
picture. 
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As late as December, the metals situation was the 
strongest argument for potential inflation, and there- 
fore the strongest argument for price and materials 
controls. The outlook for copper and aluminum was 
particularly dark. NPA was genuinely concerned over 
the shrinkage in second-quarter allotments to the pro- 
ducers of so-called nonessential consumer goods. 


A NUMBER OF FACTORS 


Into the midst of this general gloom came the de- 
fense stretchout. At the same time—and largely in- 
dependently—attrition on CMP tickets (failure to 
cash them) jumped from nothing to considerably 
more than NPA had allowed for, necessitating reallot- 
ment of sheet and strip steel and aluminum. The 
copper supply, too, is evidently in much better shape 
than was thought possible two months ago. 

Apart from the defense stretchout, which has not 
yet worked its way fully into the metals outlook, sev- 
eral other factors appear to have been of equal if not 
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greater current importance in this sudden reversal. 
The continuing slack demand from consumers for 
durables may have further deflated the expectations 
of large holders of the Controlled Materials Plan 
metals. At the same time, CMP itself has appar- 
ently begun to work much better (partly for the very 
reason that pressure on supplies has eased). These 
two factors—plus the awareness of the rate of increase 
in the supply of steel and aluminum; plus progress in 
designing out of copper; plus the lesson of lead, which 
has moved from scarcity to virtual decontrol in a 
matter of months—have apparently built a new con- 
fidence that metal supply will be at least adequate 
to demand in the months ahead, particularly in view 
of substantial durables inventories. 

Thus confidence in supply, combined with a loss of 
confidence in demand, has apparently precipitated a 
new view of metals inventories. These stocks, while 
still unbalanced, appear to be substantial in many 
durables industries. 


Activity Rates and Receipts of Steel 
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Obviously, the news of the first quarter does not 
spell out the end of all stringency in metals supply. 
But it suggests that steady and even dramatic im- 
provement lies ahead. By year end, it now seems that 
supply should be adequate to cope even with a major 
increase in durables demand. In fact, the prospect of 
improvement in metal supply is now much nearer than 
the prospect of a major change in durables markets. 


A PATTERN OF RECESSION 


The alteration in the metals picture is completing 
a pattern of recession in the civilian sector. One year 
ago, Washington was engaged in spreading a network 
of controls over prices, wages and materials, to re- 
strain private business. It is now finding that in most 
cases private business is restraining itself. 

Curtailment of durables production would certainly 
have been very sharp without any materials controls. 
Prices in much of the civilian sector have been below 
ceilings (and few that are at ceilings would now be 
much higher). In much of the civilian sector, slack 


The Durables Picture 


Durables output has been relatively sluggish 
since December. Sales of durables manufacturers 
have trended upward since the fall of 1951; and 
the inventory-sales ratio, while still high, has 
been aiming generally down. Inventories of 
finished goods have been mounting steadily and 
rapidly. 

Sources: Department of Commerce; Federal Reserve 
Board; The Conference Board 
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markets, rather than wage controls, are governing 
wage rates. 

And slack markets, along with tight cash, and per- 
haps higher borrowing costs, have probably been 
as much of a restraint on expansion in nondefense in- 
dustry as has materials shortages. 

The existence of idle capacity and manpower, and 
the improvement in the metals situation, argue 
strongly that no sustained sellers’ markets are now in 
the outlook. The first quarter of 1952 has advanced 
the subject of decontrol from sheer speculation to a 
respectable issue. 

The decline in prices, the poor behavior of retail 
trade, the change in the materials outlook and the 
revision of defense schedules in the first quarter have 
all contributed to a new hesitancy in expressions of 
the business outlook. Estimates for mid-1952 made 
as recently as January already appear to require an- 
other round of revision downward. Nothing like a 
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quick transition from “lull” to strong prices and 
rapidly rising activity appears to be in prospect for 
the short term. The weight of inventory policy is still 
extremely conservative—and this conservatism may 
now be spreading among durables industries. Seasonal 
soft goods industries have already worked through 
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much of their spring season without any noticeable 
pickup in demand from retailers. 


WHAT ABOUT SECOND HALF? 


Most observers are tending now to write off the 
first half—the majority of those who expect a rise 
are now looking hopefully to the second half. The 
outlook for those months is beginning to group 
around a handful of big questions—the biggest of 
which is the state of the $150 billion retail market. 

There is growing evidence that by late in the year 
that market will have become increasingly competi- 
tive. For durables, the expected alleviation of metals 
supplies will have meant, in effect, a sharp increase in 
the manufacturing capacity bearing on the market. 
Automobile production, for example, is now running 
at about a 4-million annual rate. By year end, the in- 
dustry apparently thinks that something like a 5-mil- 
lion rate will be possible. Somewhere between those 
two levels, the impression that materials controls are 
governing production can disappear suddenly, and 
precipitate the industry into a clear buyers’ market. 
Low sales volume is one thing when production can- 
not be much higher in any event. It may be quite 
another thing when producers are competing vigor- 
ously to put idle capacity to work. 

The change could come sooner if an increase in steel 
prices requires another hike in car prices. Carmakers’ 
margins do not now permit cost absorption. (Most 
models are selling below OPS ceilings.) The same 
prospect confronts a large number of consumer dur- 
ables industries, most of whom, unlike the automobile 
industry, are still faced with heavy inventories in the 
hands of dealers and manufacturers. 

For the makers of durables and nondurables alike, 
the civilian market now presents a somewhat discour- 
aging target. Until well into the fourth quarter both 
disposable income and consumer prices were still 
headed up. By year end there was no trend left in 
either figure. And in January, and probably again in 
February, income declined slightly; consumer prices 
were stable in January and then subsided a little in 
February. Income, prices, spending and saving have 
apparently worked into a temporary stalemate. 


PRICES AND INCOME 


Under these conditions, it is hard to visualize any 
rapid change in the rate of personal consumption, un- 
less or until a substantial adjustment of the retail 
price level, or a new sharp advance of income, im- 
proves the current position of consumers. And even 
then the improvement is likely to be gradual. Until 
now, inflationary forecasts by government agencies 
have prevented any major change in consumer price 
expectations. Now that those forecasts are being sub- 
jected to a public overhaul, a tipping downward of 
retail prices could signal an even tougher round of 
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consumer resistance. (It is not unlikely that this 
new resistance accounts in some measure for the re- 
cent falling off of department store trade.) 

As yet, neither a substantial price adjustment nor 
a substantial increase in income is clearly in the offing. 
Retail prices are nearer to a general correction than 
they have been since Korea, but the squeezed condi- 
tion of manufacturers’ and retailers’ margins still casts 
some doubt on the probabilities of a significant cor- 
rection in the near future. (Further price declines of 
raw materials in the next few months would greatly in- 
crease the likelihood of such a correction.) And ad- 
vancing income in the defense sector does not loom 
large in the light of the stability of income in non- 
defense business, which outweighs it six to one. To 
really put steam under the personal income figure 
would require major recovery in civilian industry. 


MORE HELP FROM DEFENSE? 


The consumer sector thus does not yet give any 
ground for strong optimism about the rest of 1952. 
On the other hand, the second half of the year may 
finally mark the emergence of the defense program 
into an area where it may have important inflationary 
implications. As of now, the defense effort itself has 
not yet passed the point where it could become a sharp 
stimulus to activity. The advance of tax rates, and 
the long-term rise in prices and incomes, have thus far 
obviated any recourse to major deficit financing. The 
Federal Government will apparently wind up the first 
two Korean war years with little or no budget deficit. 
In 1951, expansion of the private money supply was 
held to only about 5%, compared with the 20% annual 
jumps of World War II. 

But in the last half of 1952, according to present 
projections, the Treasury will go into a substantial 
deficit position that may gradually inject up to $10 
billion of new funds into the privately held money 
supply—the amount depends upon how much of the 
new debt can be placed with nonbank investors. At 
its worst, this is not a major expansion, measured 
against World War II standards, and there are some 
grounds for believing that it will not have major con- 
sequences. But it represents a potential change in the 
character of federal influence on the private sector in 
the direction of greater support. 


INVESTMENT AND PROFITS 


Offsetting this possibility of greater firmness aris- 
ing from an increase in money supply is the possibility 
of a curtailment in capital goods industries. In 1950, 
expenditures on plant and equipment were well below 
their normal relation to retained profits and depreci- 
ation, because of the lag in getting new capital plans 
under way. In 1951, they were well above that rela- 
tion. And thus far in 1952 they are even more out 
of line than they were in 1951. 


The relationship between profits and expansion ex- 
penditures still deserves a lot of respect. In the past, 
and particularly in the postwar period, both the level 
and year-to-year trend of capital outlays have been 
closely in accord with the flow of funds from internal 
sources. Unless profits improve, the continuance of a 
high rate of capital outlays could require heavy re- 
course to money markets when the Treasury is also 
heavily in the market. If it does mean that, the result 
might well be discouragingly high borrowing costs. 

At the same time, the stimulus of accelerated amor- 
tization will begin to wear off. Even apart from any 
question of incentive to expand, which has certainly 
diminished, expectations now are that total private 
capital outlays will be subsiding somewhat by late 
this year. For many consumer industries, of course, 
they have already been subsiding for six months. 

Viewed in the light of first-quarter trends, the out- 
look on some of the basic questions for later in the year 
still provides no clear ground for expecting a marked 
upswing. of private business, even though defense ex- 
penditures continue to climb, and even though they 
reach their expected rate of $55 billion by the year 
end. If materials costs continue to subside, price 
adjustments plus rising income from defense could 
build a base for a new advance in consumer markets. 
But growing capacity, rapidly improving supply, and 
the waning of investment incentives have evoked an 
extremely conservative view. 


ALBERT T. SOMMERS 
Business Analyst 
Division of Business Economics 


BUSINESS FORECASTS 


General 


Roy L. Reierson, vice-president, Bankers Trust Co. (Com- 
mercial and Financial Chronicle, March 6) —“Supported by 
further increases in spending on national defense and on 
business plant and equipment and with significant inventory 
corrections already achieved, the outlook is for another 
year of active business. Gross national product is likely 
to reach a new peak in 1952. Personal income is also ex- 
pected to set new records. . . Spendable income will 
probably be significantly above 1951 levels. . . . New rec- 
ords are likely to be established in production, employment, 
personal income, consumer spending and other measures of 
economic activity in 1952. In practically every instance, 
however, the increase over 1951 is likely to be smaller than 
the rise from 1950 to 1951. . . . The outlook is not for any 
widespread forced inventory liquidation or for any signifi- 
cant decline in business inventories in 1952; rather, pros- 
pects are that inventories will be higher rather than lower 
at the end of the year. . . . Aggregate consumer demands 
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for durable goods should be only moderately higher in 1952 
than in the latter part of 1951. . . . The rise in the price 
of nonagricultural commodities during 1952 is likely to be 
fairly modest, perhaps in the neighborhood of 5%. . . . The 
prospect is that industrial production will rise further in 
1952, that the year will average some 3% to 5% above 
1951, and that the rate in the last quarter is likely to be 
higher than in the first quarter. . . . Corporate profits after 
taxes will be only moderately lower in 1952, perhaps 
in the neighborhood of 5% to 10%. This decline would be 
significantly smaller than the 20% drop experienced be- 
tween 1950 and 1951. . . . Total dividend disbursements 
this year should be within 5% to 10% of the peak year 
1951.” 


American Federation of Labor (Labor’s Monthly Survey, 
February-March, 1952) —The following breakdown of gross 
national product for 1952 has been estimated by the AFL 
research staff. The source for 1951 data is the Department 
of Commerce. 


GROSS NATIONAL PRODUCT 


1952 1951 


CRO tt ce ee ee a 347.0 327.8 
Consumer purchases................ 211.0 205.5 
Business investment................ 53.0 59.1 
Government purchases 

Detensesn ret, tie, tb ote Ss 57.0 37.5 
Ore ete eee eee 26.0 25.5 


Billions of dollars in 1951 prices. 


Sumner H. Slichter, professor, Harvard University (in an 
address before the Providence League of Women Voters, 
March 3)—‘“The possibility that the end of the armament 
buildup would produce a severe recession is real and it 
would be folly not to take steps to keep the transition from 
armament buildup to armament maintenance as smooth as 
possible. Nevertheless, the danger of a large drop in em- 
ployment has, I think, been overestimated. There are two 
principal reasons for this conclusion. One is that the peak 
in defense spending will occur later and that the ultimate 
drop in defense spending will be smaller than has generally 
been anticipated. A second reason is that the demand for 
goods will be greater than most people seem to assume. . . 
The long-run movement of prices will be slowly upward. 
. . . The future will, of course, see periods of price declines, 
but these, I believe, will be shorter and less severe than 
the declines of the past.” 


Retail Trade 


Louis J. Paradiso, chief statistician, Office of Business 
Economics, Department of Commerce (in an address to the 
Washington, D. C., purchasing agents, February 19)— 
“Taking into account the recent developments and the na- 
ture of the demands stemming from the government and 
business sectors, it appears that the consumer buying pat- 
tern would continue to reflect a mixture of trends this year. 
My expectation is that total consumption and retail sales 
will rise only moderately, particularly after some further in- 
ventory liquidation has occurred. At this point, no signifi- 
cant expansion can occur in durable goods sales since pro- 
duction will be the controlling factor. Additional demands 
will be forthcoming for nondurables and services, reflecting 
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primarily an increase in income and a reaction to the low 
volume of sales of these items in relation to income in the 
past year. On the basis of this anticipation of only a mod- 
erate rise in consumer buying, the price pressures which 
would stem from consumer demand should not be signifi- 
cant.” 


First National Bank of Boston (New England Letter, 
February 29) —“Retail trade since the first of the year has 
been running substantially below a year ago when, however, 
the war-scare buying was approaching the peak. In recent 
weeks, a more favorable comparison has been made, and it 
is expected that the level of a year ago may be reached by 
mid-March, while the second half of the year may show a 
small gain over 1951.” 


Malcolm P. McNair, professor, Harvard University (in 
an address to the National Retail Dry Goods Association, as 
reported in The New York Times March 6)—‘“Retail 
dry goods sales this spring will fall below levels of last year: 
because of reduced defense spending and continued slack 
consumer demand. . . . Some consumers . . are still 
holding off in expectation of lower prices. Between now 
and July, the retailers were told . . . retail dry-goods profits 
may be about even with comparable levels of last year, or 
may rise by 1%. Prices will tend to drop. The more favor- 
able profits picture in spite of adverse sales conditions was. 
attributed to reduction of operating expenses and the tak- 
ing of fewer markdowns.” 


Money Rates 


Marcus Nadler, professor, New York University (in an 
address to the American Bankers Association, March 5)— 
“Eliminating unforeseen events, evidence is accumulating 
that the relative stability in business activity and commod- 
ity prices will prevail and that any increase in prices from 
the present levels is bound to be only moderate in character. 
. . . Fluctuations will continue primarily in the short-term 
rates, and the liquidity of long-term government securities 
will remain reduced. . . . The supply of and the private 
demand for long-term funds seem now to be pretty much 
in balance. Toward the end of the year if the deficit of the 
Federal Government is smaller and capital expenditures by 
corporations are pared down, long-term rates ought to be 
somewhat lower than at present.” 


Metals and Products 


Edwin J. Mejia, vice-president, Aluminum Ltd. (in an 
address to the Investment Analysts Club, March 13)— 
“We calculate world demand [for aluminum] in 1960 at 
3,300,000 tons, of which 1,800,000 would be taken by the 
United States and 1,500,000 by the rest of the world. To 
meet this estimated demand of 3,300,000 tons, there will 
be a world production of 2,700,000 tons—600,000 tons short 
even if all announced expansion plans are completed and. 
even if all high-cost plants continue to operate.” 


W. C. Snyder, Jr., president, Blaw-Knox Company (An- 
nual Report, March 17)—“‘The backlog of unfilled orders 
indicates that all divisions of the company will operate at or 
near capacity in 1952. The unfilled order book includes 
substantial backlogs in all of the company’s regular prod- 
ucts and, in addition, a large amount of defense work.” 


Farmers’ Outlays for Machinery Run Ahead of Income 


Over the long term, farmers’ expenditures on agri- 
cultural machinery have fluctuated with their net 
income. But during the past five years, expenditures 
have been rising steeply, despite a decline of net in- 
come. One of the reasons: backlogs of demand for farm 
equipment built up during the preceding fifteen years. 


REALIZED NET INCOME 
OF FARM OPERATORS 


49 75) 
(PRELIM.) 


1929 33 ee 41 45 


1929 me "37 4\ 45 


EXPENDITURES FOR TRACTORS 
AND OTHER FARM MACHINERY 
AND EQUIPMENT 


49 °5l 
(EsT.) 


Realized net income represents farm income (the value of crops and livestock sold, placed under government loan, or used 
in the farm home during the year, plus government payments to farmers beginning in 1933, and the rental value of farm 


dwellings) minus all expenses of farm production. 


Not adjusted for inventory changes. 


Expenditures for tractors and 


other farm machinery and equipment exclude harness and saddlery. 


Source: Bureau of Agricultural Economics 


MORE POWER TO THE FARM 


farmer has been engaged in an industrial revolu- 

tion of his own—and in 1951 his purchases of 
agricultural machinery and equipment hit an all-time 
peak of $3 billion.1 What’s more, last year’s figure 
was more than five times 1940’s purchases; and total 
expenditures for these items from 1940 through 1951 
were three times greater than any preceding twelve- 
year period. 

The magnitude of these purchases is also indicated 
by the fact that farmers spent well over twice as much 
for agricultural equipment in the past three years as 
they did in the entire decade of the Thirties. Except 
for a drop in 1943, machinery purchases have risen 
steadily each year since 1939. 

These statistical comparisons are based on dollar 
figures, and so overstate the actual increase in machin- 


Sa: THE END of the war, the American 


1While the official figure of expenditures on agricultural machinery 
and equipment in 1951 is not yet available, informed sources and 
1951 sales figures of some major farm machinery companies seem 
to indicate an increase in domestic sales of about 15% over 1950. 
This means that last year’s figure probably totaled in the neighbor- 
hood of $3 billion to $3.2 billion. 
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ery bought. Actually, prices of farm machinery have 
risen about 70% since 1940 and about 80% from the 
average of the Thirties. Still, the real value of the 
purchases in 1951 was about triple acquisitions in 1940. 
And those made for 1949 through 1951 were about 
equal to the physical volume purchased in the whole 
decade of the Thirties. 


MECHANIZING THE FARM 

These figures point to the enormous strides in farm 
mechanization during the past decade. The number 
of tractors on farms has jumped from 1.5 million 
since the beginning of 1940 to approximately 4.5 mil- 
lion currently. The number of grain combines has 
almost quintupled over this period, increasing from 
190,000 to about 900,000. Mechanical corn pickers 
today total some 550,000 compared with 110,000 in 
1940. 

There has also been a marked trend toward fewer 
but larger farms. Since 1940, the number of farms 
has decreased from 6.1 million to about 5.3 million 
today, or over 10%. At the same time, the average 
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farm has grown from 175 to approximately 215 acres, 
or 25%. Most of this increase has occurred in pas- 
ture acreage and other land not used for the growing 
of crops (land on which buildings are situated, wood- 
land, etc.) . 

Cropland acreage per farm from 1940 to 1952 has 
risen only about 15%, from 65 acres to about 76. 
Considering the decrease in the number of farms, the 
increase in total cropland acreage has been small. 
But farm output has risen by one third from 1940. 
Under the impact of the farm machine age, holdings 
have been concentrated, and cultivation per acre has 
been substantially intensified. 


EFFECT ON PRODUCTIVITY 


Probably the chief stimulants to mechanization of 
farms have been tightness of labor supply and high 
labor costs. Despite greatly increased demand for 
farm products over the past decade, farm employ- 
ment has dropped significantly and fairly steadily. 
The number of workers on farms has shrunk from 11.7 
million in 1940 to about 10 million currently. In con- 
trast, total nonagricultural employment has risen 
from 32 million to 46.4 million, or about 45%. Al- 
though farm employment constituted about 27% of 
total civilian employment in 1940, it now accounts for 
only 18%. 

Farm employment has lost ground to nonagricul- 
tural employment even though farm wage rates have 
risen much more sharply than hourly earnings in non- 
agricultural employment. Farm wage rates have in- 
creased more than two and one half times since pre- 
war: from 17.1 cents an hour in 1940 to 62.7 cents in 
1951. (See chart.) In the same period, wage earners’ 
average hourly earnings in nonagricultural employ- 
ment! rose about 140%. 

With the rise in labor costs far outstripping the 
increases in farm machinery prices, there has been a 
compelling incentive for farmers to switch to more 
mechanical power. 

In the first instance, of course, this speedup in me- 
chanization has been a boon to the agricultural ma- 
chinery industry. But it has had more far-reaching ef- 
fects—such as the striking rise in farm productivity.” 
Despite a 15% drop in farm employment since 1940 
and a 10% decline in man-hours of farm work, farm 
output has expanded by 30%. Output per man-hour 
on the farm has risen almost 50% since the beginning 
of the last decade, or an average of 3.6% annually. 
This is considerably higher than for the rest of the 
economy. Gross national product per man-hour, for 
example, has been expanding at an annual rate of 
about 2%, and productivity for the manufacturing 


tManufacturing, mining, public utilities, construction, trade and 
service. t 

30f course, improved quality of seeds and livestock, greater use of 
fertilizer, insecticides and fungicides, and more efficient management 
have also played an important part in achieving greater productivity. 
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sector has advanced at about 1% per year since 1940. 

Like most capital goods purchases, the amount of 
money that farmers spend on agricultural equipment 
is highly cyclical. Such expenditures have tradition- 
ally moved closely with farmers’ income, but gener- 
ally with more accentuated peaks and valleys. 

There has been some divergence from this pattern 
in recent years. Despite steady annual declines in 
farm operators’ realized net income from 1948 through 
1950, there has been no reversal in the unbroken up- 
trend of farmers’ outlays for agricultural equipment. 
Aside from the continuing influence of high wages, 
this phenomenon can be explained largely by two 
factors. 

First, a substantial backlog of demand was built 
up during the preceding decade and a half. During 
the depression years of the 1930’s, replacement of 
obsolescent or worn equipment lagged. When the 
war came, the financial position of the farmers im- 
proved substantially. While they bought much more 
heavily than in the Thirties, they still were not able 
to get all the farm equipment they wanted and needed 
because of limited supplies. Backlogs of demand for 
farm equipment persisted during the war and for a 
year or so afterward, while the farm equipment in- 
dustry converted war goods facilities to civilian pro- 
duction. 

During this period of backlog growth, much of the 
money which farmers would have spent on farm ma- 
chinery went into savings. Liquid financial assets of 
farmers rose sharply during the war and through 1948. 
From 1940 to 1948, farmers’ liquid financial reserves 
had increased from $4.1 billion to $20.1 billion, or 
practically fivefold. In the past five years, when 
farm machinery became available in growing volume, 
farmers had the funds with which to purchase long- 


Farm Wage Rates Soar 
70 


60 


1929 33 BT "4 45 49 WE 
In cents an hour (hourly equivalent of all types of farm 
wage rates, both with and without board) 
Source: Bureau of Agricultural Economics 
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needed equipment, even though earnings had dipped 
in three of these years. 

Second, support prices have probably exerted a 
positive psychological influence on farmers’ outlook, 
and particularly on their attitude toward machinery. 
Even though net income fell in the years 1948 through 
1950, mainly because of increased production ex- 
penses, there was no anxiety that incomes would fall 
to very depressed levels. With demand for farm 
products running high and support prices more or less 
guaranteeing minimum prices, farmers were relatively 
optimistic. So even with some dips in net income, 
their purchases of machinery continued to expand. 


OUTLOOK FOR 1952 


Although need for replacement and for further ex- 
pansion of agricultural machinery holdings is. still 
considerable, the farmer is apparently no longer 
anxious to invest further reserves, which have re- 
mained at about $20 billion since 1948. How much 
farmers will spend on agricultural machinery this 
year will apparently be determined in large part by 
their earnings and, possibly, by the availability of 
machinery. 


According to the Bureau of Agricultural Economics, 
farmers’ gross income this year may exceed 1951 by 
5%, on the basis of an expected increase in volume of 
sales. However, higher production costs also appear 
likely. So farmers’ realized net income in 1952, on 
the basis of the BAE estimate, is expected to be about 
the same as last year. However, in the past few 
months there has been a sharp decline in farm prices 
and in the parity ratio. If prices this year fall some- 
what while production expenses rise, there may very 
well be a drop in realized net income below the 
1951 level. 

Some cutbacks in allocation of steel and other ma- 
terials for nondefense production may also mean a 
small reduction in farm machinery output from last 
year’s record figure. These two considerations to- 
gether suggest at least a temporary halt to the enor- 
mous year-to-year gains in farm machinery during 
the postwar period. Nevertheless, all the factors in- 
fluencing. purchases of agricultural machinery still 
point to a relatively high level in 1952. 


Suirtey S. HorrMan 
Division of Business Economics 


PAYROLL STATISTICS A YEAR AFTER CONTROLS 


HE BOARD’s consumers’ price index for fifty- 
| four cities showed no change from December 
to January. This was the first month since June, 
1951, in which there was no month-to-month increase. 
Wholesale prices have been showing signs of weakness 
for some time, presaging a continuation of the breather 
recorded in the cost-of-living index for January. 
This latest index reading concludes a year of price 
controls. During this period, the index rose 4.4%. 
This increase compares favorably with the previous 


CONSUMERS' PRICES DIP 


For the first time in almost two years prices paid 
by housewives showed a sharp drop. Tue Conrer- 
ENCE Boarp’s index of consumers prices in ten cities 
showed a dip of 1.5% from mid-January to mid-Febru- 
ary, erasing almost half the increase in the preceding 


year. Mainly responsible for the decline was a 2.9% 
drop in food prices, plus lower prices for clothing, 
fuel and sundries. Only rent and housefurnishings 
showed higher prices over the preceding month. The 
ten-cities index for February was 176.3 as compared to 
179.0 in January (January, 1939=100). 


year (January, 1950-January, 1951) when prices rose 
7.9%. The year-earlier period included the price 
jump which accompanied the outbreak of fighting in 
Korea. 

Price stabilization may have been only an incidental 
factor in the more encouraging trend during 1951. 
The heavy inventory accumulation and scare buying 
by consumers had subsided early in 1951. The re- 
mainder of the year was marked by efforts of retailers, 
as well as distributors and manufacturers, to work off 
huge stocks. 

With the inevitable delays accompanying implemen- 
tation of the defense program, some slack both in out- 
put and trade has developed in recent months, bring- 
ing critical unemployment problems to a number of 
key cities. 

Of the major elements priced by the index, food 
and rent, which together account for half the total 
budget for moderate-income families, recorded the 
greatest increases over the year. Respective rises were 
6.3% and 6.1%. Fuel, clothing and sundries also rose, 
while housefurnishings actually declined. The com- 
bined impact of these changes chopped off 2.5 cents 
from the value of the consumer dollar. It stood at 
55.6 cents in January, 1952, against 58.1 cents for the 
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Clerical Salaries in 1951 as Compared with 1943 


% Rise in median 10/43 to 10/51 


712.4% 


OPERATOR 
64.3% SENIOR 


Source: The Conference Board 


corresponding 1951 month (January, 1939—100 cents). 

Slight rises in the food, housing and fuel indexes 
from December, 1951, to January, 1952, were offset by 
decreases in clothing, housefurnishings and sundries. 
The rise of 0.3% in the food index reflected increases 
in cornmeal, butter, cheese and in most vegetables 
that were not quite balanced out by lower prices for 
eggs, lettuce and carrots. Prices of meats were gen- 
erally stable. The 0.6% decrease in the January 
clothing index was caused principally by lower prices 
for men’s business shirts, shoes and pajamas. The 
housefurnishings index, whose downward trend has 
been observable since July, fell off 0.9% from Decem- 
ber, mostly because of reduced prices on sheets. 


CLERICAL SALARIES SURVEYED 


Clerical salaries are well above 1943 levels, accord- 
ing to a comparison of two Conference Board surveys" 
of thirteen clerical jobs in nineteen industrial areas. 
The increases over 1943 varied from job to job and 
city to city. In many instances they rose about 75%. 
In some cases, the increase just about kept pace with 
gains in the cost of living. (The consumers’ price index 
rose from 124.2 in October, 1943, to 177.1 in October, 
1951, an increase of 42.6%.) In a few cases the rate 
of increase did not equal that of the index. 

The percentage increase in the median salary for the 
thirteen jobs in all nineteen cities ranged from 64% 
to 91%. The lower increase was for senior copy typist, 
the higher one for junior dictating machine operator. 
In eight of the thirteen jobs covered, the average in- 
crease over the eight-year period was between 70% 
and 80%. 


Survey of Clerical Salaries, October, 1951,” Studies in Labor 
Statistics, No. 7; “Survey of Clerical Salaries, October, 1943. 
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Salaries in October, 1951, tended to be higher in San 
Francisco than in the other cities covered, with me- 
dians for five of the thirteen jobs highest in that city. 
In six other positions, median salaries were second 
highest in that city. Houston paid high rates, being 
highest for three positions and second highest for one. 
Los Angeles reported the highest for one position and 
second highest for four other positions. 

Boston, Atlanta and Baltimore stand out among 
the cities in which cooperators reported relatively 
lower clerical rates. In Boston, the median salaries 
for three positions were lowest of all cities reporting 
and second lowest for one position. Atlanta also re- 
ported low medians for three positions. Baltimore was 
low for two positions and second lowest for one. 

Of the positions covered, stenographers were the 
highest paid in almost half the cities surveyed. Their 
median salaries ranged from $49 to $61 a week. Next 
in line were telephone operators, and senior dictating 
machine operators were third highest. 

The median salary for office boys was lowest for all 
cities but one. File clerks were generally second from 
the bottom. 


Hours Worked 


Clerical workers were required to put in less time 
on their jobs in 1951 than in 1943. Most companies 
(approximately 60%) reported a forty-hour week in 
1951 as well as 1943. Among the remaining companies, 
the ratios for fewer than forty hours of work a week 
had increased. 

In 1951, clerical employees in New York worked 
fewer hours than in the other cities surveyed. More 
than half worked between 35 and 37.4 hours a week. 
The time-consuming commuting, which is particularly 
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Changes in Consumers’ Prices 
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arduous in New York, may explain the shorter work 
week usually granted to New York City employees. 
The forty-hour week was the most prevalent in the 
other cities. This was true in Louisville and Houston, 
where 93% and 90% of the companies followed this 
schedule. In New York City, on the other hand, 
only 24% of the companies had a forty-hour week. 

Almost 400,000 workers desiring jobs and available 
for work were added to the unemployment rolls in 
January. Seasonal factors in retail trade and out- 
door construction work were responsible, as well as 
cutbacks in factory employment resulting from slow 


demand for consumers’ goods and critical materials 
shortages. Although many temporary holiday work- 
ers withdrew from the labor force, the number out 
of work nevertheless exceeded 2 million for the first 
time since March, 1951. 

Employment declined about 1.25 million from De- 
cember to January. The January estimate of employ- 
ment was 59.7 million, compared with 61.0 million 
in December, and 59.0 million a year ago. Nonagri- 
cultural industries had 53.5 million working in the 
January survey week. Agricultural jobs totaled about 
6.2 million. 

The breakdown of the number of men and women 
working underscores again the growing contribution 
that women are making to the defense production 
effort. Over the year January, 1951, to January, 1952, 
nearly 700,000 women were added to the employment 
totals, in contrast to a net addition of fewer than 
50,000 men. Selective Service calls in the latter 
months of the year were relatively small, but the 
general consensus is that this is only temporary, and 
that a renewed drive for more women workers can be 
expected. 


GOVERNMENT EMPLOYMENT UP 


Federal, state and local government accounted for 
better than one half of the January, 1951, to January, 
1952, increase in nonagricultural jobs. The Federal 
Government hired about three out of every four 
persons added by all government agencies. Trade, 
particularly at the retail level, accounted for about 
one fourth of the net addition. Manufacturing showed 
a small loss over the year. Construction, transporta- 


Consumers’ Price Index for Fifty-four Cities, and Purchasing Value of the Dollar 
Index Numbers, January, 1939=100 


Weighted Clothing Fuel? . 
Date avetaas ct Food Housing! fate Sundries Fyne = ot 
All Items Women’s Total | Electricity Gas ing the Dollar 
1950 Annual average...... 163.4 208.8 115.6 144.7 133.2 180.5 90.4 101.8 153.0 | 157.6 61.2 
1951 January............ 172.2 225.9 117.1 152.7 169.1 138.9 132.6 90.4 101.1 169.5 162.0 58.1 
February........... 174.7 931.3 118.1 154.5 171.2 140.3 134.7 90.9 101.0 172.2 162.5 57.2 
March sicnsctan across. 174.1 229.0 118.3 154.8 171.6 140.5 134.7 90.9 101.0 172.8 162.7 57.4 
Aprilacascancremietont 174.5r| 228.7a) 119.8 155.1 171.9 140.9 184.7 90.9 101.0 173.1 163.3r 57.3 
IMB Yicrncctecrects.cte eicteres 175.2r| 230.9 120.0 155.0 172.1 140.6 182.8 91.0 101.3 172.7 163.57 57.1 
DUNG eas 175.2 231.16} 119.9 154.9 172.8 139.8 133.5 90.8 101.4 173.2 163.3 57.1 
DULY cio ssicierets nysteic suse 176.2 232.9c} 121.8 154.8 172.7 139.7 133.8 90.8 101.5 173.4 163.7r 56.8 
Atigostsc.s nse sete 176.37r| 232.7 122.0 155.1 173.5 139.5 134.2 90.9 101.4 172.2 163.7r 56.7r 
September.......... 176.7 233 .5d) 122.3 156.6 174.9 141.0 134.7 90.9 101.4 170.9 163 .8r 56.6 
October............. 177.2 235.0 sede 156.3 175.0 140.6 135.0 90.9 101.4 169.87} 163.6r 56.4 
November.......... 179.3 239 .8e] 123.7r| 155.1 173.2 139.8 135.4 90.9 101.6 170.3 165.17r 55.8 
December........... 179.8 239.5f| 123.9 154.6 172.7 139.2 135.7 90.9 101.6 170.5 167.1r 55.6 
Annual average...... 176.0r| 282.5 | 120.8| 155.0] 172.6] 140.1] 134.3| 90.9] 101.3| 171.7 | 163.77r| 66.87 
1952 January............ 179.8 240.2 124.3 153.7 171.2 138.9 135.9 91.1 101.7 168.9 166.7 55.6 
Percentage Changes 
Dec., 1951 to Jan., 1952... | Ex +0.3 -0.6 0.9 ui +0.1 +0.2 +0.1 2 ; 0 
Jan., 1951 to Jan., 1952...| +4. - as i +6.1| +0.7] 41.2 | +2.5| +08] +0.6 eo Py 
1 Rents surveyed quarterly ae individual citi 6 Based on food for June 14, 1951, ‘ 
"Includes electricity and g i“ ¢ Based on food Pee for July 16, 1961. {Based on a — are, e 1961. ardkines 2 


a Based on food prices for April 16, 1951. 


@ Based on food prices for Sept. 17, 1951. 
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tion and public utilities, finance and service industries 
recorded small gains over the year, but all together 
they were responsible for less than 20% of the rise 
for the year. 

The small loss in manufacturing does not tell the 
whole story, however. Ordnance and industries closely 
allied to the defense program were generally concen- 
trating on tooling up their plants, but they nonethe- 
less reported employment gains. Even this fails to 
reveal what has happened in individual industries that 
have had to balance off a lower volume of civilian 
goods against increases in defense production. As it 
is, a decline of more than a quarter million in manu- 
facturing employment occurred in a year of partial 
mobilization, when it would be natural to expect a 
definite increase in manufacturing payrolls. 


SHORTER FACTORY WORK WEEK 


Government reports on the length of the work week 
reveal that the manufacturing work week was short- 
ened, on the average, by one-half hour from Decem- 
ber to January. Both durable and nondurable indus- 
tries reduced their work weeks. The durable goods 
industries were still working more than a forty-hour 
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week, however. Nondurable industries were below 
forty hours for the tenth consecutive month. Com- 
pared with the year-earlier picture, durable goods 
industries were working a longer week, while the non- 
durable group had shortened its week. The reduction 
in time worked more than offset higher straight-time 
hourly earnings, so that the average weekly pay was 
smaller in January. It was still well ahead of the 
January, 1951, pay check, at least in terms of current 
dollars. (The rise in consumers’ prices plus higher 
taxes have cut into the wage earner’s real disposable 
earnings.) 

Out of seventy-six wage adjustments noted in the 
press and confirmed by Tue ConrerEence Boarp last 
month, the most frequent increases for wage earners 
were 5 cents or 8 cents an hour. The range was from 
2 to 14 cents, with most settlements also providing 
for more liberal fringe benefits. Two out of three of 
the adjustments provided more paid holidays, more 
generous group insurance plans, longer vacations or 
better health benefits. 

Paut W. Dickson 
Tuomas A. FirzcEraLp 
Statistical Division 


Manpower Requirements and Supply 


“Total manpower requirements for the national defense 
program and for expected levels of civilian output will in- 
crease by an estimated 314 million over the next two years. 
. . . In 1952, expanding manpower requirements for the de- 
fense program will be partly offset by employment reduc- 
tions in nondefense sectors of the economy, so that the ex- 
pected net gain in manpower needs could be met by mod- 


erate reductions in unemployment and somewhat greater- 


than-normal additions to the labor force. 

“In 1953, however, a recovery in labor demand for the 
production of civilian goods will be superimposed on peak 
levels of defense manpower requirements. To supply the 
additional manpower needed, it may be necessary to recruit 
more than 1 million ‘extra’ workers from reserve groups in 
the population, over and above the gains that can be pro- 
vided by further reductions in unemployment and by normal 
growth of the labor force. . . . 

“In the first half of 1952, the divergent trends in pro- 
jected manpower requirements for the defense and nonde- 
fense sectors should result in a generally stable employment 
level, continuing the over-all stability that was main- 
tamed throughout most of 1951, following the post-Korea 
upsurge in general economic activity. Later in 1952, how- 
ever, a sharp rise in total manpower needs is expected, as 
defense requirements continue to expand and nondefense 
employment remains substantially unchanged. By the 
fourth quarter of 1952, projected total employment and 
armed forces should reach 66.3 million, or 11 million higher 
than in the corresponding quarter of 1951. 

“In 1953, total manpower needs are expected to rise by 
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2.1 million, with further gains in defense requirements super- 
imposed on increasing labor demand in civilian sectors of 
the economy. Thus, between the fourth quarter 1951 and 
the fourth quarter 1953, total employment and armed 
forces will increase by an estimated 3.6 million. 


SEES INCREASED OVERTIME 


“The projections of labor needs have been based on the as- 
sumption that average hours of work in manufacturing plants 
would rise gradually from 40.7 hours in the fourth quarter 
of 1951 to 41.3 hours in the fourth quarter of 1952; this 
would equal the average for the fourth quarter of 1950, 
the highest attained in the postwar period. Increases in 
the factory work week over current levels may be expected 
as output expands in the consumer soft goods industries, 
which have reported substantial decreases in hours over the 
past year, and as the labor market generally gets tighter. 
At the fourth quarter 1951 level of factory production- 
worker employment, the projected gain in hours provides 
the equivalent of 200,000 additional workers. . . . 

“It should be noted, moreover, that the assumed level of 
almost 4114 hours implies extensive scheduling of overtime 
for a large segment of the factory work force, particularly 
in defense-connected industries. . 

“In nonmanufacturing sectors of the economy, no change 
in the average work week from fourth quarter 1951 levels 
has been assumed.”—Source: “Projected Manpower Require- 
ments and Supply, 1952-1953,” Manpower Report No. 14, 
Bureau of Labor Statistics, United States Department of 
Labor, January, 1952, pp. 1, 6, 9. 
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MORE SOCIAL SECURITY FOR CANADA 


come—two out of five Canadians will receive 
cash benefits from their federal government. 

Payments will be made automatically, without re- 
gard to the need of the recipient. All that is required 
is that he or she be at either end of the age scale— 
under sixteen years or over seventy. The families with 
children have been in receipt of allowances since 
July, 1945. They get from $5 to $8 a month per child, 
the amount increasing as the children near sixteen. 
The oldsters just started to receive universal special 
treatment this January. Their benefits amount to 
$40 a month. 

In addition to the 5.5 million persons who will 
benefit from the family allowance and old-age pension 
schemes, needy persons sixty-five to sixty-nine years 
old and needy blind persons will receive federal-pro- 
vincial assistance payments. Other Canadian pro- 


FE ene MONTH this year—and in the years to 


grams that fall under the heading of social security 
include unemployment insurance, workmen’s compen- 
sation, veterans’ pensions and allowances, and certain 
public health and hospital services. 


DIFFERENT METHOD 


It is in her approach to income security for the 
old and the young that Canada departs from the 
methods used by the United States. Our older citi- 
zens may receive monthly cash benefits either through 
the state-federal old-age assistance program (OAA) 
or through the federal old-age and survivors’ insurance 
program (OASI). The former is an outgrowth of 
relief and is contingent upon proof of need. The latter 
is a type of social insurance which is paid to retired 
persons (and their aging spouses) who have worked 
the specified amount of time in covered occupations. 
Their benefits are related to their past earnings. 
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Canada has adopted the assistance method for 
needy persons in the 65-69-year age group. But she 
has rejected the insurance method altogether. In- 
stead, a flat monthly benefit is going to every 
Canadian citizen seventy years old or over, regardless 
of whether he is retired or working, whether he is 
rich or poor, whether he had formerly been occupied 
in factory work, farming, government service, or his 
own business, or whether he ever had any labor-force 
attachment. 

Similarly with payments to children. These come 
about in the United States either through the federal- 
state assistance program [Aid to Dependent Children 
(ADC) ], or through survivorship provisions of OASI. 
In all, monthly payments under ADC and OASI go 
to about 2.5 million children, less than 5% of all 
children under eighteen in the United States. 

Neither assistance nor insurance benefits are paid 
in behalf of Canadian children. Instead, each of the 
2 million Canadian families with children under six- 
teen receives a monthly check from the federal gov- 
ernment.! The amount of the check is determined by 
the number and age of the children. This is Canada’s 
basic social security measure, designed to assist in 
providing equal opportunity for all Canadian children. 


OBSTACLES TO COMPREHENSIVE PLAN 


The major responsibility for public health and wel- 
fare in Canada has rested constitutionally, as well as 
traditionally, with the provinces. But provincial gov- 
ernments generally do not have fiscal capacity to 
carry the burden of extensive social legislation by 
themselves. This combination of circumstances has, 
in years past, stood in the way of Canada’s enacting a 
comprehensive and coherent set of provisions, such as 
our Social Security Act, for meeting the economic 
needs of dependent citizens. Bit by bit, however, 
both the tradition and the constitutional bars have 
been worn down or circumvented, and the federal 
government is now playing an increasingly impor- 
tant role in income-maintenance programs. 


OLD-AGE ASSISTANCE COMES FIRST 


The Canadian Government realized a long time ago 
that its financial support would be uecessary if pen- 
sions were to be provided for the aged. As early as 
1906 there were discussions of old-age pensions in 
the House of Commons. In 1908, the Government 
Annuities Act was passed to assist Canadians to make 
their own provision for old age. But it was not until 
1927 that the Old-Age Pensions Act passed both 
houses of Parliament. This law became effective in 
the different provinces and territories on various 
dates between 1927 and 1949. 


1Payment in behalf of Eskimo children and a group of Indian 
children is made largely in kind because of lack of exchange facilities 
in remote areas and the need for education in the use of nutritive foods, 
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The act provided originally that pensions up to $20 
a month be paid to citizens of seventy or older who 
met certain residence requirements and whose annual 
incomes fell below specified maximums. The provinces 
were responsible for administration. The federal gov- 
ernment paid one half the net cost of the pensions. 
Amendments to the act in the ensuing years increased 
the federal share to 75%, liberalized the residence and 
means tests, provided pensions to needy blind persons, 
and increased the maximum amounts to which the 
federal government could contribute. In addition, 
since 1942 certain provinces have paid supplementary 
allowances. 

This is the way the situation looked last year. Old- 
age pensions up to a maximum of $40 a month could 
be paid to persons aged seventy years and over whose 
annual income, including pensions, was not more than 
$600 for a single person or more than $1,080 for a 
married couple ($1,200 if one of the couple is blind) .1 
The applicant must have resided in Canada for twenty 


1Pensions could be paid to blind persons twenty-one years of age 
or over, the maximum income allowed exceeding that for old-age 
pensions by $120 a year. 


SUMMARY OF CANADIAN PROGRAM FOR OLDER 
RESIDENTS EFFECTIVE JANUARY, 1952 


Item Old-age Assistance Act! Old-age Security Act 
Coverage...... Persons 65 to 69 years old Persons 70 years or older 
who qualify under the who meet the residence 
residence and income re- requirement 
quirements 
Benefits....... Monthly allowances up to Pensions at a flat uniform 


$40 a month 


Administration. Provincial governments in 


much the same fashion as 


rate of $40 a month 


Federal government ex- 
clusively through regional 


earlier old-age pension offices already set up to 
law administer family allow- 
ances 
Residence re- Residence in Canada for Same as under Old-age 
quirement 20 years immediately pre- Assistance Act except that 


ceding the date that bene- 
fits are to commence. 
Absences from Canada 
within the last 20 years 
may be counterbalanced 
by presence in Canada, 
twice the length of the 
absence, during an earlier 
period. 


Income ceilings. The total allowable yearly 


Financing.... 


1The assistance 
the provinces, an 


assistance, income cel 


income, including old-age 
assistance, is $720 for a 
single person, $1,200 for a 
married couple ($1,320 if 
one of the couple is blind) 


..Shared by the provinces 
and the federal govern- 
ment on a 50-50 basis 


under the second alterna- 
tive, residence in Canada 
for at least one year im- 
mediately preceding the 
day on which the appli- 
cation is approved is alse 
required 


No ceilings 


Entirely by the federal 
government from an Old- 
age Security Fund main- 
tained on a pay-as-you-go 
basis 


rogram is dependent upon the passage of enabling legislation by 
fe the signing of agreements by provincial and federal authorities. 
It is possible for each province to make its own provisions—within the framework 
of the federal measure summarized here—for the following: maximum amount of 


lings, minimum age, and any special conditions of eligibility. 
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years immediately preceding the proposed commence- 
ment of pension or, if absent from Canada during that 
time, must have had a previous residence equal to 
twice the length of the period of absence. 

At the end of the Canadian fiscal year 1951 (March 
31), 302,173 persons, representing somewhat less than 
half the total population aged seventy years or over, 
were in receipt of old-age pensions. The proportion 
varied considerably among the provinces, pensioners 
representing as little as 14% of the seventy-plus group 
in the Northwest Territories and as much as 83% in 
Newfoundland. The average monthly old-age pension 
for all of Canada was $37.44. (See table and chart.) 


SECOND STEP: UNEMPLOYMENT INSURANCE 


The Unemployment Insurance Act came into op- 
eration on July 1, 1941, an amendment to the British 
North America Act, Canada’s constitution, having 
been enacted to give the federal government juris- 
diction in this field. This is the only example of 
social insurance in Canada’s whole welfare and secur- 
ity scheme. It is financed out of equal employer and 
employee contributions, plus a contribution from the 
federal government, which also assumes the cost and 
task of administration. 

All employed persons are covered except workers 
in specified industries or occupations such as agricul- 
ture, fishing and public service. Weekly benefits are 
related to past earnings, and claimants with one or 
more dependents get more than single claimants. 


FAMILY ALLOWANCES ACT 


To develop a comprehensive social security system 
suited to her conditions and requirements, Canada 
undertook during World War II a study of existing 
welfare measures. The findings were set forth in the 
Marsh report, presented to the Special Committee on 
Social Security of the House of Commons in March, 


1943.1 A broad program was recommended, includ- 
ing several types of social insurance—medical care, 
permanent disability, old-age retirement, survivor- 
ship, etc —and children’s allowances. 

Of all the proposals, only one—children’s allowances 
—has been converted into legislative reality. Par- 
liament agreed with Dr. Marsh that “children’s needs 
should be met as a special claim on the nation not 
merely in periods of unemployment or on occasions 
of distress, but at all times.” 

Canada was not the only country in recent years 
to turn to this type of social security program. Family 
allowances, in fact, expanded more rapidly than any 
other aspect of social security during World War II 
and immediately afterward. At the beginning of 
1939, seven nations were providing regular cash pay- 
ments to families with children. By 1949, the number 
had grown to twenty-seven nations.” 


What It Provides 


Under the Canadian Family Allowances Act and 
amendments, monthly allowances are payable out of 
the Consolidated Revenue Fund of Canada in re- 
spect of every child below the age of sixteen years at 
the following rates per child: 


Age Monthly Allowance 
Under G2 9.04 +14 dt tr eee $5.00 
(We Coot eee ee, Pepe reror ee Pee ere rs Ss 6.00 
LO st 1. os: dco ese cacuvecrskeiegens keke eee 7.00 
LSe tg 15 sesh ieesiert © pape ante el pee eee 8.00 


The child must have been born in Canada or have 
been a resident for one year, or one parent must have 
been domiciled in Canada for three years immediately 
prior to the child’s birth. Allowances are not payable 
for any child who fails to comply with provincial 
school regulations, or who works for wages, or in be- 
half of a girl who is married. If it is satisfactorily 
shown to the authorities that the allowances are not 
being spent for the purpose outlined in the act, pay- 
ment may be discontinued or made to some other 
person or agency in behalf of the child. 

Prior to 1947, allowances to upper-income-group 
families were recovered by means of an income tax, 
on a sliding scale adjusted so that full recovery was 
made from income of $3,600 or over. This recovery 

1The full title of the report is “Report on Social Security for 


Canada,” prepared by Dr. L. C. Marsh for the Advisory Committee 
on Reconstruction. 


Only twelve nations, including Canada, base eligibility solely on 
residence (or resident citizenship). The other fifteen require attach- 
ment to the labor market. 

8A child born in Canada after 1945 will benefit from the Family 
Allowances Act to the amount of $1,128 by his sixteenth birthday. 

‘Under the 1944 act, allowances for the fifth and each subsequent 
child in a family were paid at a reduced rate, and the residence 
requirement for children not born in Canada was three years. The 
provision for reduced rates was eliminated and the waiting period 
shortened to one year by an amendment to the act effective April, 1949. 
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was discontinued by an amendment to the Income 
War Tax Act effective January 1, 1947. Thus allow- 
ances are now tax free. 

Family allowances are administered in a decentral- 
ized fashion by the Department of National Health 
and Welfare. Under the National Director of Family 
Allowances there is a regional director for each prov- 
ince (in offices located in the provincial capital) , and 
for Yukon and the Northwest Territories (in Ottawa) . 
The regional offices handle both the welfare and 
monetary aspects of the program. 

There have been increases in the number of children 
“mm pay” in each of the six years that the program has 
been in operation. (See table.) These increases are 
owing to several factors—a high postwar birth rate, 
immigration, and in certain years legislative changes. 
By December, 1951, 2 million families were being paid 
allowances on behalf of 4.5 million children, at an 
annual rate of $323 million. The total expended from 
the start of the program (July, 1945) through De- 
cember, 1951, is $1.8 billion. (See chart.) 


AGAIN IN THE LIMELIGHT 


The new Canadian program for older citizens was 
worked out by a joint committee of both Houses of 
Parliament. This committee, appointed on March 30, 
1950, to examine the operation and effect of the exist- 
ing old-age pension program and to investigate pos- 
sible alternative measures for providing old-age secur- 
ity, was composed of forty members representing four 
political parties. At the outset of the study, basically 
divergent views on the subject were held by many of 
the members. But after three months’ deliberation, 
the committee was able to put forward a new income 
security scheme as a unanimous recommendation.! 

The committee concluded that the most suitable 
plan for Canada consists of a twofold program. For 
all persons seventy years of age and over, it proposed 
a federally administered universal pension of $40 a 
month, financed on a pay-as-you-go basis from general 
revenue and earmarked contributions. For persons 
sixty-five to sixty-nine years old, it proposed a federal- 
provincial scheme of old-age assistance on a fifty- 
fifty basis with payment up to $40 a month subject 
to an eligibility test. 

Laws providing for each of these programs be- 
came effective on January 1, 1952, just one and one- 
half years after the committee’s report was submitted 
to Parliament.2 Briefly, this is what happened during 
the interim: 


1‘Report of the Joint Committee of the Senate and House of 
Commons on Old Age Security,” June 28, 1950, Ottawa. 

2A law amending the program of assistance allowances for the 
blind also became effective in January, 1952. Blind people were thus 
given separate legislation of their own, independent of that respecting 
aged persons. The Blind Persons Act reduces the residence quali- 
fication and liberalizes income ceilings, thereby making additional 
blind persons eligible for federal-provincial allowances. 


APRIL, 1952 


143 


December, 1950: The federal government announced 
approval of the report and, at a federal-provincial con- 
ference, received from the provinces approval of the plan 
in principle. 

May, 1951: The British North America Act was 
amended to give the federal government authority to 
proceed with the seventy-plus program. 

May, 1951: A conference of federal and provincial 
representatives was held to work out details of legislation 
covering assistance to the 65-69 age group. 

June, 1951: The Old Age Assistance Act was passed to 
provide federal-provincial financial aid to needy persons 
sixty-five to sixty-nine years old. 

October, 1951: The Old Age Security bill was submitted 
to Parliament to provide federal pensions to all persons 
seventy or older. 


December, 1951: The Old Age Security Act was passed. 


The new assistance plan may best be described as 
a liberalized and more flexible version of the previous 
old-age pension scheme, applied to a lower age group. 
(See summary table.) A different approach to income 
maintenance for older people in Canada is involved in 
the universal pension program. 

Before going into a discussion of the universal pen- 
sion program, a few words should be said as to why 
it was limited to persons seventy or older, and why 
an assistance plan based on need was adopted for the 
age group just under seventy. The principle of uni- 
versality was believed to have merit when the large 
majority of the age group concerned is retired. It 
was not thought to be advantageous when the major- 
ity of the age group concerned is still active and self- 
supporting. The seventy-plus group meets this test 
of retirement; but the younger “oldsters” do not, al- 
though many of them do require financial assistance. 
Thus the line is drawn at seventy years for automatic 
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Family Allowances in Canada, 1946-1951 


: rage Month] 
nba ee Ba ore 2 
March Allowance a RE 

(Phousanc®)| (Thousands) Fanily | child 
L946 Se ceee..... ers See 1,406 3,299 $14.05 $5.99 
ee foes te ete oe 1,588 3,633 13.62 5.95 
pe Sa ae ait toc etic 1,670 3,756 13.31 5.92 
1949 Aer ee ous So renee ee 1,729 3,889 13.25 5.89 
LODO Seas mes cite iit 1,852 4,202 13.64 6.01 
OS ee ceeecaccus.c meee: 1,910 4,367 13.72 6.00 
1951 (Dec) nee nee 1,951 4,484 13.80 6.00 


Note: Family allowances were first paid in July, 1945. 
Source: Department of National Health and Welfare, Canada 


pensions, and a supplementary measure provides as- 
sistance benefits to needy persons sixty-five to sixty- 
nine years old. 


WHY UNIVERSAL PENSIONS 


Many advantages have been claimed for the new 
pension scheme.’ Its universality gives full recogni- 
tion to the fact that the most immediate problem is 
the needs of the current aged population. Its flat- 
rate benefit provides a definite base upon which 
labor and management can build employee pension 
programs. Its pay-as-you-go feature places the cost 
of old-age security clearly as a charge upon the na- 
tion’s current production. And its simplicity keeps 
administrative costs to a minimum. 

Even the most ardent supporters of the program, 
however, admit that it is expensive. It will cost an 
estimated $343 million a year, although in 1952 it 
will probably not run higher than $320 million-$330 
million. In other words, as much money will be ex- 
pended this year for the 700,000 Canadians seventy 
years of age and over as for 4.5 million Canadian 
children through the family allowances program? 


PAYING FOR THE PENSION SCHEME 


The government has worked out a system of financ- 
ing that raises revenue from three sources—a sales 
tax, a personal income tax, a corporate profits tax. 
Since the rate to be levied in each case is 2%, this 
has been nicknamed the 2-2-2 tax solution.2 It would 
work as follows: +4 


“Planning for the Aged in Canada,” by Joseph W. Willard, 
Director, Research Division, Department of National Health and 
Welfare, Canada, paper presented at the Second International 
Gerontological Congress, St. Louis, Missouri, September 13, 1951. 
Also speech by the Hon. Paul Martin, Minister of National Health 
and Welfare, Canada, to the House of Commons, October 25, 1951. 

*These two programs would cost the United States, with a popu- 
lation more than ten times that of Canada, more than $7 billion 
annually, 

*This is a play on words, 2-2-2 being the brand name for a popular 
headache tablet in Canada. 

‘This financial analysis was presented by the Hon. Douglas Abbott, 
Minister of Finance, in a speech before the House of Commons, 
October 25, 1951. 


1. Last year’s 10% sales tax was cut back to 8% on 
January 1, 1952, simultaneous with a new 2% levy ear- 
marked for old-age security. There was no change in the 
burden of this tax on the taxpayer, just a change in labels. 
This tax is expected to yield $145 million this year. 

2. A 2% personal income tax effective July 1, 1952, is 
to be levied with the expressed hope that it will at that 
time be offset in whole or in part by reduction of the 
present 20% surtax. The limit an individual will be as- 
sessed under this 2% levy will be $60. The yield on this 
tax is estimated to be $95 million on a full year basis. 

3. A 2% corporate profits tax went into effect Janu- 
ary 1, 1952, with the intention that this too will be offset 
by repeal this year of the 20% surcharge on corporate 
profits. On a full-year basis this tax is expected to pro- 
duce $65 million. 


In the initial half year of operation outgo under 
the program will exceed income. Once the revenue 
from all three tax sources starts coming in, however, 


Old-age Pensions in Canada, March, 1951 


% of Pen- Aver: 
Province or Territory ee Sear loners to Monthly 
Operative 70 oc Older Pension 
Alberta). e641. eee 8/29 17,990 47.5 $37 .63 
British Columbia....... 9/27 31,983 44.7 36.95 
Manitobass none oe 9/28 17,573 45.1 38.34 
New Brunswick......... 7/36 16,681 71.6 36.48 
Newfoundland.......... 4/49 11,394 82.6 38.01 
Nova Scotia s?s..c.ons.: 3/34 20,808 59.3 35.65 
Ontario? .. ener. sey nL 29 91,509 36.6 37.79 
Prince Edward Island... 7/33 3,136 50.6 34.38 
Quebecs.o20 7%. 0. nc... 8/36 73,564 53.2 of fea ff | 
Saskatchewan.......... 5/28 17,409 44.1 37.51 
Northwest Territories. . . 1/29 26 14.2 39.55 
Yukon Territory 4/49 100 30.5 38.53 
All Ganadaaconcs ace 302,173 46.1 $37.44 


Percentages based on estimated population on June 1, 1950, except Northwest 
Territories and Yukon Territory which are based on 1941 Census. 


Source: Department of National Health and Welfare, Canada 


it should come close to meeting costs. Together, the 
three taxes are expected to yield $300 million-$310 
million a year. The question of financing will be 
reconsidered at budget time. 


GOVERNMENT ANNUITIES NEXT? 


A bill to amend the Canadian Government Annui- 
ties Act (passed in 1908) was introduced during 
1951, but did not receive parliamentary approval. 
This legislation would affect the ability of Canadians 
to provide for their own old age. 

Under the present act and amendments, any resi- 
dent of Canada may purchase a Canadian Govern- 
ment annuity up to $1,200 a year, payable in monthly 
instalments for life only, or for life with a guaranteed 
period of years. Immediate annuities may be pur- 
chased in a lump sum, with payments commencing at 
once. Deferred annuities may be purchased by pay- 
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ment of periodic premiums or a single premium. Pro- 
vision is made for group annuity plans whereby em- 
ployers may contract for the purchase of annuities 
on behalf of their employees. The purchase money for 
these is usually derived jointly from employer contri- 
butions and deductions from wages. 


On March 31, 1951, annuity income of $26 million 
was payable under some 52,000 contracts. The num- 
ber of individual contracts under administration was 
147,500, while 128,000 employees were covered by 
group contracts. The cost of administration, which 
is borne by the federal government, amounted to 
about $800,000 for the 1951 fiscal year. 

Increase of the maximum allowable annuity to 
$2,400, and integration of annuities with the new 
seventy-plus pension are the chief purposes of the 
proposed amendment. The latter would be accom- 
plished by permitting the issue of contracts under 
which a larger annuity is payable for a specified part 
of the annuity term than for the remainder of the 
term. For example, a contract might provide for 
payment of an annuity of $100 a month starting at 
age sixty-five which would decrease to $60 per month 
at age seventy (the old-age pension of $40 per month 
commences at age seventy). In this way, the indi- 
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Effects of 1951 Legislation on Canadian Programs 
for the Aged and the Blind 


Beneficiaries Federal Cost | Provincial Cost 


Program Before! After?|/Before?  After*|Before? After 
(Thousands) (% Millions) ($ Millions) 
Old age: 
Pensions (70 and older) .| 309 700 | 102 343a) 34 0 
Assistance (65-69)... .. 0 145 0 32) 0 32 
Blind es gee 0 diester: 11 8 4 3 1 1 
Ota een aaiey: 320 853 | 106 378 | 35 33 
1As of September, 1951 3Calendar year 1951 
2Karly 1952 4Calendar year 1952 


’Blind beneficiaries over seventy are included with old-age pensioners in “after” 
data. Thus, although figures here indicate a decline in ube of blind beneficiaries 
following effective date of 1951 legislation, actually about 2,000 additional blind 
persons are now in receipt of benefits. _ : 

a Mr. Martin’s estimate shown here differs somewhat from the cost estimates 
presented by Douglas Abbott, the Minister of Finance, which are cited elsewhere 
in this story. Mr. Martin’s estimate is based upon assumption that 100% of eligible 
persons will apply for and immediately receive the pension. Mr. Abbott takes into 
consideration that it may be borral, months before all eligible oldsters become 
pensioners. 


Source: Hon. Paul Martin, Minister of National Health and Wel- 
fare, in a speech to the House of Commons, October 25, 1951. 


vidual who wishes to do so would be able to provide 
for himself a uniform monthly benefit of $100 from 
sixty-five years of age onward. 


Miriam Civic 
Division of Business Economics 


NEW STATISTICAL SOURCES 


Projected Manpower Requirements and Supply, 1952- 
1953—A revised appraisal of the projections made in 
Manpower Report No. 7 dated June, 1951. Labor force, 
employment and unemployment estimates are given for 
the fourth quarter of 1951, 1952 and 1953. U.S. Bureau 
of Labor Statistics. Manpower Report No. 14. January, 
1952. 9 pages, free. 


Manpower, Wages and Labor Relations in World War II 
—An annotated bibliography of published material dealing 
with the industrial problems of manpower mobilization 
and utilization, wage stabilization and labor relations 
during 1941-1945 and in the immediate postwar recon- 
version period. An excellent guide to the experience of 
the recent past. New York State School of Industrial and 
Labor Relations, Cornell University. Bulletin 19. November, 
1951, 93 pages. Single copies free to residents of New York 
State. Out-of-state order, 25 cents. 


A Quarter Century of Fuel-Oil Sales, 1926-1950— 
Brings together in one publication all the detailed sales 
figures for fuel oil and kerosene for the 25-year period. 
Includes sales by states and principal uses. Pertinent 
fuel-oil statistics from sources other than the Bureau of 
Mines are also given. United States Bureau of Mines, 
Information Circular 7630. January, 1952. 100 pages, free. 


List of Statistical Series Collected by International 
Organizations—This document lists the statistical series 
published by the United Nations, the regional commissions, 
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‘the specialized agencies and by certain other intergovern- 
mental organizations. Included in the list are data that 
are collected but not published and data that will be 
published at some future time. It provides a convenient 
and concise bibliography of international publications 
containing statistics. United Nations. Statistical Papers 
Series M No. 11. December, 1951. 56 pages, free. 


National Accounts, Income and Expenditure, 1926-1950 
—The Canadian report contains a complete revision of 
the historical series together with a detailed description 
of concepts, sources and methods. A number of new tabu- 
lations are given—among them is gross national product in 
constant dollars. A supplement presents comparable 
1951 estimates. Dominion Bureau of Statistics, Ottawa, 
Canada. December, 1951. 127 pages, $1. Supplement 
preliminary 1951 estimates. 6 pages, 10 cents. 


The Federal Budget in Brief—A concise summary of the 
1953 Federal Budget, breaking down proposed expenditures 
into their major categories with brief explanations of the 
programs involved. Revenue prospects, trust fund trans- 
actions, the cash budget, and other pertinent Budget mat- 
ters are also included.—United States Bureau of the Budget. 
Washington: Government Printing Office, 1952, 44 pp. 
20 cents. 


FINANCING THE 1953 DEFICIT 


WALL STREET, FEBRUARY 25—I am just out of a 
"bull session" about the state of business, the prospective 
Treasury deficit, and inflation, inter alia. Present were 
a stock market economist, a government bond dealer, a 
life insurance company executive, a commercial banker, 
and a member of a well-known investment banking house. 
There were one or two others, but these supplied most of 
the fireworks. 

One or two of them are just back from Washington 
where they were in long sessions with their friends in the 
nation's capital. One of these started things off with a 
statement that recently tax receipts have been running 
well below official estimates. With an election coming 
up, it is a safe bet, he continued, that armament expen- 
ditures will soon get on schedule. Result: A whopping 
cash deficit soon to make its appearance, and drive the 
Treasury into the money market for upwards of $12 bil- 
lion, including some $2 billion or more to pay off holders 
of existing obligations who will decline the exchange 
offers and ask for cash. 

Where is the Treasury to get any such sum, and how 


Government Balances Grow... 
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Source: Federal Reserve 


can it get it without setting off an inflationary conflagra- 
tion, he asked—and it was not a rhetorical question. 

The government bond dealer thought Uncle Sam could 
get all the money he needed if he offered reasonable 
rates of interest. Uncle probably would have to pay 
31/,%, on any long-term issue if it is to be absorbed by 
nonbank investors, he thought, but after all... . 

But the life insurance company executive broke in with 
the opinion that if nothing more is done than raise the 
yield to 3!/,°% the Treasury will have to get its money 
from the commercial banks or the Reserve banks, thus 
monetizing some ten or twelve billions of new debt. A 
moderate increase in the coupon rates on governments 
would have no effect other than to raise rates on the 
various forms of private debt, leaving the yield differen- 
tial in favor of the latter about what it is now. 

At this point, the commercial banker, becoming con- 
cerned with the drift of conclusions being expressed, 
came up with a question that was on the minds of most 
of the others: How, then, can the Treasury get the funds 
it has to have for defense without monetizing its deficit? 

It can't, retorted the investment banker—that is, it 
can't if the private economy must also be supplied with 
funds for the expansion in plant and equipment now 
planned. He went on to say that we are attempting the 
impossible when we demand both guns and butter—and 
at the same time insist upon plant expansion to produce 
more of both. 

The stock-market economist, by now busting to get 
back to the tape, left with this parting shot: "If it present- 
ly appears that the Treasury is going to put anything like 
ten or twelve billion into the Federal Reserve and com- 
mercial banks during the remainder of this calendar year, 
we may well have just what is needed to start the stock 
market to boiling, to send consumers back into the mar- 
kets, and to set prices soaring again." ... 


VIEWS CHANGE OVERNIGHT! 


WALL STREET, MARCH |7—This canyon that slices 
across lower Manhattan is a queer place. That “bull 
session" described in the dispatch from this office dated 
February 25 was resumed today. The same crew did the 
talking, but some of their ideas have really changed! 
Maybe basic conditions have changed and these fellows 
are merely rolling with the punch, or maybe . . . well, 
just maybe. 

The stock market economist has grown definitely skep- 
tical about that $12.5 billion of Treasury borrowing. He 
has been studying the daily Treasury statements and is 
having trouble finding evidence of any deficits current 
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or prospective such as Washington apparently would 
have us expect. The insurance company executive is be- 
grudgingly taking note of the fact that corporate bonds 
are being sold on a 3!/,°%, basis rather freely. He was 
a little uncomfortable, apparently, when asked why Uncle 
Sam could not do at least as well. He has begun to 
wonder whether it is going to be so easy to push the yields 
on private bonds, mortgages or term loans up. It was 
a little difficult to get hold of it exactly, but there seemed 
to be a certain questioning about the volume of expan- 
sion of plant likely actually to materialize. 

And the talk centered more on what might prevent 
further recession—even unto "a little inflation" via mone- 
tization of national debt—than upon any likely revival of 
the boom that was apparently "lulled" to sleep some time 
ago. 


Of course, such a change in the atmosphere south of 
Fulton Street is nothing particularly unusual. Give 
them another week or two, and it may be difficult to 
find a trace of this newer view of the money-market 
situation. But obviously a number of basic questions 
are here raised—and there are persons far removed 
from Wall Street who have been in their own way 
pondering some of these same problems. 


What about this predicted $12.5 billion in deficit 
financing? Is it really in the cards? How can it, or any 
smaller deficiency, be financed without creating an in- 
flationary potential, if not actual inflation? Can it all 
be placed in the banks in a period of poor business with- 
out creating an inflationary potential which would live 
on to plague us at some later date? 


These are some of the current 64-dollar questions. 
Their solution, or at least the general lines within 
which their solution must be sought, may best be 
developed by use of the national accounts. 


SOME DEFINITIONS 


Since the appearance of Keynes’ “General Theory,” 
saving has always and under all circumstances equaled 
investment—among most economic theorists. If we 
substitute “government surplus or deficit on income 
and product account” for government saving or in- 
vestment (or perhaps, better, “dissaving”) we may ex- 
tend the saving-investment equality even to the na- 
tional accounts as laid out by the Department of 
Commerce—one of the authorities which hesitate 
to apply the terms saving or investment to govern- 
mental operations. The mathematician would say 
that these sums are not merely equal; they are iden- 
tical. That is to say, they are but different names for 
the same thing. 

All this flows from the meanings assigned to the 
terms employed and from the way the accounts are 
arranged. These definitions and this ordering of the 
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accounts admirably serve the several purposes for 
which they were designed. When certain other ends 
are to be served, it becomes necessary to go behind or 
beyond these tabulations. This is particularly true 
in studying inflationary impacts. 

The most common use of these and related data is 
to identify the sources and uses of savings. But we 
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must go further than these simple identities if the real 
meaning of what is going on is to be discovered and 
understood. 


THE CASE RESTATED 


Analysis may well begin with a rephrasing of the 
identities in question: 


The excess of personal income over tax pay- 
ments and expenditures for consumption, 
plus profits earned by corporations but not 
distributed to stockholders, 
plus expenditures for maintenance of plant and 
equipment and deducted from income in figuring 
earnings, 
plus accidental damage to fixed equipment, 
plus deductions from income to cover depre- 
ciation 
must be identical in amount: 
with funds spent for new construction, 
plus money laid out for new plant and equip- 
ment, 
plus changes in business inventories, 
plus government surplus or minus government 
deficit on income and product transactions. 
These terms, of course, refer to the national accounts 
as prepared and published by the Department of 
Commerce. 


SAVING EQUALS INVESTMENT, BUT— 


The rewording is designed to remove any impres- 
sion which might otherwise be gained that the ele- 
ments in the population which save necessarily invest 
in the exact amount of their saving, or even that they 
supply the investors with the funds in the exact 
amounts saved. Such an impression would be false, as 
might easily be inferred from the fact that at various 


times within recent years savers have accumulated 
very substantial amounts of cash saved from current 
income, at the same time that “investment” in the 
national accounts has taken wholly different forms. 

Evidently one may hoard—that is, save and hide sav- 
ings away—and find his hoardings described as the 
"Source" of funds used in the construction of new plants, 
the enlargement of business inventories, or the manufac- 
ture of guns and tanks. 


Inquiry into the question as to how this can come: 
about—and has come about in recent years—sheds re- 
vealing light upon the process of building up inflation- 
ary potentials, and demolishes the notion that “sav- 
ings” as defined in the national accounts of the De- 
partment of Commerce are necessarily deflationary ex- 
cept in a very special sense and for a strictly limited 
period. 

What happened during the war years to the national 
accounts and at the same time to the condition of the 
Federal Reserve and commercial banks constitutes an 
illuminating example of the way these things work 
themselves out in certain situations. During the years 
1942, 1943, 1944 and 1945, government deficits on in- 
come and product transactions, plus gross private 
investment, totaled about $194.7 billion; during the 
same years, saving and so-called capital consumption 
allowances added up to $182.5 billion, leaving $12.2 
billion to be accounted for by errors and omissions in 
the compilation of the statistics and the estimates. 
Thus, in the broader sense, saving equaled invest- 
ment, and superficially the economy was in some sort 
of equilibrium. 

Government was the great “investor” during that 
period. It invested some $165.7 billion (cumulated 
deficits on income and product transactions) in what 
it took to win the war. Both individuals and corporate 
business “saved” enormous amounts of money (some 
$140.4 billion during the period) and out of income 
business set aside $39.7 billion for depreciation. Did 
the individuals who had put aside these huge amounts 
out of current income “buy” the output of govern- 
ment? Did corporate business make use of its savings 
for this purpose? Were funds set aside for depreciation 
used for private investment in construction, plant and 
equipment, or for government bonds for financing the 
vast outlays of government? 


THE ANSWER TO THE RIDDLE 

If so, how are these facts explained: In most of the 
years private investment was less than capital con- 
sumption allowances. Business increased its holdings 
of demand deposits and currency by $19.7 billion, and 
individuals added $29.2 billion to their personal hold- 
ings of cash. The amount of saving was equal to the 
amount of investing (including excess government outlays) 
but obviously the savers neither invested all their savings 
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nor placed all their savings at the disposal of those who 
actually spent sums equivalent to them. 


The answer to this riddle? It is rather simple. Gov- 
ernment to the extent that its needs were not fully 
met by the bond purchases of those, both personal and 
business, who were “saving,” went to the banks (in- 
cluding the Reserve banks). From their absorption of 
Treasury obligations, the banks were able to supply 
the additional sums required. The funds thus acquired 
by the government were quickly paid out to business 
and individuals. Most of the moneys paid out to busi- 
ness quickly went into the hands of individuals. The 
ultimate recipients of these funds “saved” them (really 
hoarded most of them). Or, more precisely, cash re- 
ceipts in identical amounts were hoarded by indi- 
viduals and business. Thus savings matched but actu- 
ally did not finance the vast deficits of government 
on income and product transactions. Paradoxically, 
these funds were “invested” before they were saved. 

One net result of vast economic significance—as 
we learned from experience when peace returned— 
was that individuals and business came to hold vast 
claims upon goods and services that did not exist. 
When these goods and services were later brought into 
being, they naturally produced additional purchasing 
power equal to their cost. Sharp price increases be- 
came inevitable. Vast saving had not prevented but 
merely postponed inflation—that is, postponed it in 
part. 


DIFFERENT CAUSES: SAME EFFECT 


The past year has produced a similar process in 
wholly different circumstances. Government—during 
all the earlier months of the Korean conflict—took in 
on the average a good deal more than it paid out on 
income and product account. This surplus helped to 
pay for an unprecedented volume of gross private 
investment. So did depreciation allowances swollen 
by accelerated amortization privileges. Very substan- 
tial corporate profits in excess of dividend payments 
served the same purpose. Until last spring, however, 
individuals elected to spend most of their swollen earn- 
ings for consumption. 

Then there was a sudden, drastic change. Con- 
sumers deserted the markets. They no longer spent 
their income freely for consumption. But neither did 
they seek investment outlets for their income not go- 
ing for consumption—or at least for a substantial part 
of it. Since that time, saving has equaled investment 
as usual, but cash appears to have been accumulating 
in the hands of individuals. What has happened this 
time, or what is most conspicuous in the develop- 
ments of recent months, is that funds for capital pur- 
poses have been provided in substantial if not huge 
volume by commercial banks. These banks have also 
been called upon to help industry and trade build up 
and carry large inventories of consumer goods as well 
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as of other types of wares. The funds furnished by 
these banks, of course, soon passed into the hands of 
the workers and others concerned in the process of 
making the goods. In much larger degree than had 
been the case, these individuals have, for a half year 
or more, been hoarding substantial parts of this cash. 
The banks have been paying a large part of the bills, 
but the amounts, in total, are identical with the hoard- 
ing of the community. This time, however, the hoard- 
ing is matched by business inventories. 


WHAT MUST HAPPEN 


There are obviously two essential elements in this pro- 
cess. The first is that substantial saving is not spent at 
all, and the second is that the money supply is increased 
in the amounts thus immobilized. 


Turn now to the outlook for the months to come. If 
official estimates are to be accepted at face value, 
government surplus on income and product transac- 
tions is soon to be replaced by a deficit of sizable 
proportions. Since our savings-investment identity 
must hold, either gross private investment must de- 
cline or saving must increase sharply. Great change 
in capital consumption allowances is unlikely. But 
greater saving is no guarantee against the growth of 
inflationary potential if it results in a greater money 
supply. 

Certain implications in what has been said are ob- 
vious but probably need restatement. Provided cur- 
rent income is applied in proper proportions to the 
purchase of goods the production of which created 
the income, there can be no growth of inflationary 
potentials—although, of course, inflationary potentials 
brought forward from the past can cause trouble. 

In ordinary periods, the problem is to produce the 
goods that will attract purchasers in proportion to the 


Changing Form of Federal Debt 
300 


200 


100 


A : S N S s 
1946 1947 1948 1949 1950 1951 1952 
2 OTHER NONMARKETABLE BONDS 


Billions of dollars in fiscal years 
Source: Treasury Department 


150 


income created in the production of them (that is, 
the cost of making them, including profit). In time 
of war or urgent rearmament such as at present, the 
real problem is how to divert income to the output of 
the goods which must be produced. Now, of course, 
many of the articles turned out in such a period are 
not available for purchase by those who receive the 
income. One way to accomplish the desired end is 
to tax away enough of current income to pay for the 
goods not available for purchase by the public. When 
that is not possible, current income must be attracted 
by government obligations in amounts equal to the 
deficit—and it must be done in a way that will make 
certain that the income thus absorbed will remain out 
of the markets for a long time. 


HOW MUCH BORROWING? 


The root of the 1953 deficit problem, then, is two- 
fold: how to channel income into the coffers of the 
Treasury and, secondly, how much of a transfer is 
necessary. Taking up the latter aspect first, it quickly 
becomes apparent that the amount of purchasing 
power which must thus be captured cannot easily be 
pinpointed. For inflation, deflation, deficits, and 
how they’re financed are not uniquely interrelated or 
predictable. 

Thus inflationary pressures arising from deficit 
spending might well be offset—as far as immediate 
effects are concerned—by deflationary forces at work 
in the private sector. It is also possible—under the 
same sort of interplay of opposing forces—for deficit 
spending financed in a relatively inflationary manner 
to occur in the face of an over-all downward trend. 
So did inflation dominate most of the months of the 
fiscal year 1951, although the government operated at 
a $7.6-billion cash surplus. 

Further, estimates of the size of the shift of current 
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income necessary to keep the boat on an even keel 
can also be upset by past liquid asset backlogs. Debt 
financing which taps such backlogs, activating pos- 
sibly idle balances but still enabling unmolested spend- 
ing out of current income, would be a solution of dubi- 
ous value. Such deficit financing, theoretically at 
least, would be strongly inflationary. 

Naturally enough, the expected deficit is the big 
item in the size of the needed purchasing power trans- 
fer. But it is by no means the only one. The common 
garden-variety budget deficit, plus the adjustments 
made by its more sophisticated cousin, the cash 
budget, tell only part of the story. For the pertinent 
deficit is that remaining after all operations, including 
those in the public debt itself. The well-advertised 
$10-billion deficiency in 1953 covers budget-proper 
and trust-fund operations but makes no allowance for 
new money needed through dealings in existing debt.t 

A $10-billion outlook, moreover, takes its proba- 
bility from the accuracy of long-range estimates of rev- 
enues and expenses made well more than eighteen 
months before. Eventually, then, the actual borrowing 
will depend in large part on how good those estimates 
turn out to be. For this, both the record of previous 
predictions, especially of the cost of the defense pro- 
gram,” and the actual budget trends since the esti- 
mates were made indicate a need for discounting 
sizably the expected 1953 deficit. 

In order that the current fiscal year, for instance, 
should wind up with the $8-billion deficiency pre- 
dicted only last January, outlays will have to rise 
from the $61-billion annual rate of February to the 
highly improbable rate of $103 billion by the end of 
June—assuming that revenues materialize as expected. 

If 1952 is thus almost certain to produce a deficit 
smaller than scheduled—and, not inconceivable, pos- 
sibly a small surplus—then the prospect would be for 
a larger cash balance going into the coming year and 
less need in 1953 for new borrowing. Through Febru- 
ary of the current year, borrowing from the public 
had already exceeded estimates for the entire year; 
in fact, as further trust-fund receipts reach the Treas- 
ury, it will likely be partly paid off—again provided 
regular budget receipts approximate official estimates. 

Additional new money needs next year from trans- 
actions in existing debt issues are, if anything, even 
less certain than the budget deficit itself. The probable 
debt attrition (i.e., the value of refunded securities 
turned in for cash, plus any net drain on the Treasury 


'New money needs also understate the size of the increase i 
f a n the 
public debt. In addition to cash borrowing, the Treasury also ob- 
tains funds by automatically borrowing the current net intake of 


trust funds and the interest accrued, but not paid out : 
bonds and trust-fund securities. : z ee ee 


7In July of last year, for example, the official estimate was held 
that defense spending would rise to an annual rate of more than 
$50 billion by the end of the year. Actual spending in December 
turned out to be $41 billion, on an annual basis, and by February 
of this year had reached only $48 billion. 
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from excess of savings bond and note redemptions over 
new sales) necessarily depends on a variety of unpre- 
dictable elements. 

Types and terms of refunding offerings, alternative 
uses and returns on investable funds, competing de- 
mands for cash, investor psychology—these and simi- 
lar factors all influence the amount of debt attrition. 
In fiscal 1951, for example, some $5 billion was paid 
out in this unscheduled but obligatory use of funds.! 

The amount of new money the Treasury will be 
looking for next year—and almost all of it likely in 
the first half of the year because of present concentra- 
tion of revenues in the second half—is thus the sum of 
a complex series of probabilities. Projecting the now 
evident lag in budget expenditures behind the Janu- 
ary estimates and assuming its maintenance through 
fiscal 1953, the cash budget deficit might possibly 
amount to only $5 billion. 

On the basis of recent experience it might further 
be expected that debt transactions will require a net 
$3.5 billion. The total need next year would then be 
for some $8.5 billion of new money. Depending on a 
variety of possible individual judgments on Congres- 
sional paring of proposed 1953 spending, the progress 
of the defense program, the attractiveness of other 
uses for funds now invested in governments, the will- 
ingness of the Treasury to “ride with the market,” ete. 
—this figure could easily range $5 billion either way. 


FROM WHOM? 


Even more important than the probable amount of 
new money required in 1953 is the question of how to 
raise it. Specifically, what securities to offer to reach 
what specific sources of savings or to hold on to past 
savings in refunding operations? What terms, rates 
and maturities? What proportion of long-term and 
short-term funds? And, hardly unimportant in view 
of the gargantuan portents of a $260-billion existing 
national debt, how to minimize any undesirable effects 
on existing debt while maximizing desirable effects on 
the economy as a whole? 

To the extent they can be anticipated at all, the 
answers take initial form in the lessons of past debt 
policy and experience; in savings habits, methods, 
and stimuli; in the locus of available funds; and in 
the terms on which such funds can likely be induced 
to shift into government securities. 

The results of post-War II and, particularly, of 
Korean war debt policy could be characterized briefly 
as follows: 


Virtually uninterrupted reliance upon short-term funds 
for both new issues and refundings. Thus, ninety-day bills 
are now above the wartime peak and nearly $5 billion 


Ff 3Principally because of this large volume of debt redemptions, the 
$7.6-billion cash surplus of 1951 melted away so that only $1.9 
billion remained to swell the Treasury’s cash balance by the end of 
the year. 
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Government Debt Owned by Individuals 
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above the pre-Korean level. Short-term certificates, down 
moderately from the postwar high, are $11 billion above 
the June, 1950, amount. No new long-term, marketable 
bonds have been floated since World War Il; and only 
within the last two months has the medium-term market 
been tested, the first such offering since World War II. 


increasing problems associated with a rising volume of 
floating debt. As more debt is shifted into shorter-term 
issues, by the same token more of it matures more fre- 
quently and debt management grows more dependent 
upon market conditions and market responses. Excluding 
some $18 billion of rapidly revolving bill issues, about $60 
billion of securities, for instance, will become due or call- 
able in the next twelve months. 


A substantial increase in the volume of special debt 
issues held by public trust funds. Now $15 billion above 
the $21-billion postwar level, this form of borrowing in 
effect constitutes current use of payments earmarked 
for future Social Security and other welfare obligations. 
It also removes more of the debt from the sphere of 
influence of market forces. 


No increase in other nonmarketable long-term issues, 
except in outstanding savings bonds, a considerable part 
of which merely represents accrued interest rather than 
additional sales. 

e e e e 

On balance, a marked decline in debt held by the 
banking system since War Il; but a moderate increase in 
holdings since June, 1951. 


A comparable decline in insurance-company holdings 
both since 1946 and since Korea, accompanied by some- 
what more moderate reductions in securities held by 
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mutual savings banks and other-than-savings-bonds hold- 


ings of individuals. 
@ @ e e 


Corporations, state and local government trust and 
sinking funds, and miscellaneous investors are the sole 
ownership categories to show moderately larger holdings, 
both since 1946 and since Korea.? 


Less reliance upon marketable issues, greater reliance 
upon nonmarketable issues. The former are down 29% 
from the postwar peak, 8% from June, 1950; the latter 
up 37% from the 1946 high, 16% from the pre-Korean 


level. 


MANAGING THE DEBT 


In addition to such broad trends, further clues for 
the financing problem ahead may be found in specific 
details of recent debt transactions, such as the follow- 
ing: 

e Upon the $5.5-billion cash budget deficit incurred 
in the current year through December was super- 
imposed the need for another $2 billion to redeem 
securities for which holders preferred cash. The $7.5- 
billion total deficiency was met through drawing upon 
cash balances for $3.1 billion, borrowing some $1.8 
billion from trust funds and interest accruals, and 
a net new loan of $2.5 billion from the public. That 
$3.1-billion cushion is nonrecurring, representing as it 
did a reserve carried over from previous years. 


e While the Federal Reserve has recently played 
more the role of a by-stander in Treasury debt oper- 
ations than it has for many years, still on occasion it 
has stepped in. Although the volume of its purchases 
during recent refundings has not been revealed offi- 
cially, it has become obvious that last year’s “full 
accord” made little marked change in the Reserve’s 
willingness to back up the Treasury on debt roll- 
overs whenever help is required. Without such action, 
and because Reserve holdings are exchanged in full 
for new issues, attrition figures would have been 
higher, the drain on the Treasury’s checking account 
greater. 

e It particularly appears evident that the Reserve 
had to step in with a firm hand in the Treasury’s re- 
cent departure from its long observed postwar pattern 
of refunding into shorter-term, lower-rate, marketable 
issues. (A previous deviation last year from the “cheap 
money” policy involved refunding into a higher-rate, 
but nonmarketable, issue.) 

The 23% seven-year bond offered in February in 
exchange for $1 billion of called 214% bonds was ac- 
cepted by holders of 90% of this issue. But in the 
two reporting weeks bracketing the offering, Reserve 
banks acquired some $950 million of unspecified issues 


Miscellaneous investors” include pension funds, savings and 
oan associations, nonprofit institutions and other holders. 


Sales and Redemptions of Savings Bonds 
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maturing within ninety days. Part of these purchases, 
no doubt, included certificates rolled over at the same 
time. Some of the softness in the two issues may also 
have reflected the need to “get into cash” as the 
latter-day Ides of March approached. 

But with no other issues falling within the ninety- 
day maturity period—other than tax anticipation bills 
—and the Reserve portfolio of short-term bills report- 
edly empty, the presumption seems fairly clear that, 
without Reserve purchases, redemptions of the two 
issues would have been more than double actual cash- 
ins. If it were to be assumed, as seems reasonable, 
that most of the two-week acquisitions represented un- 
wanted rights, lack of Reserve support would have 
meant attrition closer to 16% of the refundings than 
to the actual 7%. 


MANAGING REFUNDINGS 


On the other hand, Treasury debt maturing or call- 
able in the months ahead does not, in itself, portend 
unusual difficulties, granted, of course, that new 
terms offered are anywhere in keeping with going mar- 
ket rates. Taken in conjunction with a possible addi- 
tional need for $8.5 billion, however, the ease of 
scheduled refunding may be quite another matter. 

No high-interest bonds (relative to the interest on 
recent offerings) become due early next year. With 
the experience of the February 214%’s fresh at hand, it 
would seem a safe bet that 2% and 214% bonds be- 
coming callable between now and June, 1953, will be 
passed by. 

In addition to these bonds, some $20 billion of short 
terms mature in the second half of this year, all in 
the form of 17% certificates. The new fiscal year 
opens July 1 on the need to refund $5.2 billion of 
certificates, followed by $1.8 billion more in Septem- 
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ber, another $10.9 billion in October, and $1 billion 
in December. 

All told, excluding bills but including bonds, more 
than $46 billion of marketable public debt will come 
due or be callable in fiscal 1953. Eighty per cent of 
this total will come up during the six months beginning 
July 1—the very period when the Treasury’s need 
for new money will be most urgent. 

The traditionally inflationary aspects of a heavy 
reliance upon short-term funds—normally supplied by 
the banking system—have been somewhat mitigated 
of late. Corporate tax accruals, considerably in excess 
of actual payments made at least prior to March 15, 
provided a ready market for tax anticipation bills. 
This and other demands for short-term investments 
contributed to a broadening of the nonbank market 
for ninety-day bills, a market already enhanced by 
higher short-term yields. 

The lagging pace of budget outlays thus far has 
also played its part in minimizing needs for new 
money. For the future, because tax anticipation bills 
are self-extinguishing when turned in as tax payments, 
it will be the pace of budget outlays—and the results 
of March tax collections—which primarily call the 
turn on whether the tax bills must be replaced by 
other new borrowings. It is then that the knotty 
question of whether to continue to rely upon short- 
term funds or to seek out more permanent, investable 
funds from individuals and others will descend from 
the realm of theory to the dollars and cents of reality. 


WHAT FORM ARE SAVINGS IN? 


Just as the Treasury has been relying upon short- 
term sources for new money, so have individuals re- 
lied upon the shorter-term, more liquid forms of sav- 
ings.’ Time deposits, including postal savings, rose 
$600 million in the third quarter of 1951, and another 
$700 million in the fourth quarter. Over the same 
periods, savings-bond holdings showed some signs of 
firming up for the first time since Korea. The change, 
to be sure, came more from a falling off of redemp- 
tions than net new purchases. Redemptions, although 
on the decline, continued to run above new sales 
through the first two months of 1952. 

The evidence on savings in the form of demand de- 
posits is not yet amenable to documentation. The 
sharp fourth-quarter $6-billion gain (nearly double 
that of the preceding three months and 50% above 
that of a year ago) undoubtedly reflected in consider- 
able part the usual seasonal rise in business deposits. 

Allowing for this seasonal bulge, about $2 billion 
of the total increase may have been in deposits owned 
by individuals, compared with a $1.5-billion gain in 
the October-December, 1950, period. This boost, fur- 
thermore, came on top of a $3.7-billion rise in the 


1Nevertheless, commercial bank holdings of governments on 
balance rose $3.4 billion between July 1 and December 26, 1951. 
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July-September quarter. In the last six months of 
1951, consequently, individuals’ demand deposits rose 
by more than in all the preceding year, when the net 
gain was only $4.2 billion. 

Other liquid assets of individuals have also been 
climbing, although at a somewhat slower pace. Equi- 
ties in savings and loan shares and in insurance during 
the first nine months of 1951 advanced about as much 
as in all of 1950; and in the final quarter gained an 
estimated $800 million and $2.4 billion, respectively. 
Holdings of corporate securities through September 
were up $2.4 billion, compared with $1.1 billion in 
the twelve months of the previous year. 


WHO IS SAVING? 


Such figures as these, however, afford few clues to 
the basic questions of who is saving and in what in- 
come groups; how savings relate to changes in in- 
dividual income and debt; or the principal motivations 
behind the upward trend. Thus they supply slight 
aid in assessing the weight of such underlying factors 
as the desire to replenish reserves, possible saturation 
of demand, resistance to prices, or other stimuli. What- 
ever the reasons and even though specific changes in 
assets may partly represent shifting of past savings 
from one form to another, certain conclusions stand 
out: 

A major share of the recent increase has been 
in highly liquid forms. 

# While some of the less liquid forms of savings, 
e.g., corporate securities, have participated in the 
trend, individuals’ holdings of public debt obligations 
have failed to keep pace. This is particularly indi- 
cated when allowance is made for the automatic 
accrual of interest on discount savings bonds (which 
account for three fourths of personal government debt 
holdings) . 

What kind of a market nonbank financial institu- 
tions and corporations will present for new federal 
securities is the subject of not too divergent opinions. 
Few now anticipate any large demand; rather, most 
expectations fall between the position of no market 
at all for new debt, at one extreme, and a relatively 
moderate interest in new issues at the other. Expec- 
tations such as these obviously hinge upon views on 
the business outlook, upon probable demand for 
funds, and the supply of savings. 


WHY THEY WON'T BUY 


Those foreseeing little if anything more than a 
purely nominal demand for governments from insur- 
ance companies, business firms, and the like stake their 
prognostications on the following kinds of reasoning: 


1Fourth-quarter demand deposits—both in individual and business 
accounts—may well have represented a high point for the time being. 
The seasonal movement in the following three months is normally 
downward, this year perhaps more than ever as a record volume of 
deposits shifted to the Treasury in tax payments. 
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Caught between higher costs and higher taxes, 
most such potential investors will understandably 
direct any surplus funds toward investment channels 
offering the most favorable returns. 


Business expansion should be maintained through 
most of this year at a rate not far from that of 1951. 
Requirements of nonfinancial corporations may well 
fall not very far below the $38-billion level of last 
year. Home construction and the supply of mort- 
gages will be down only moderately. Thus few busi- 
ness and insurance company funds may be available 
for investment in government securities. 


With the long arm of the tax collector curtailing 
retained earnings, funds available from within busi- 
ness firms are trending downward. Although depre- 
ciation reserves are headed up via accelerated amor- 
tization and a rising proportion of high-cost items 
appearing on the original cost base, prospects for any 
substantial rise in funds from internal sources are 
not good. 

Business, in fact, may on balance require more 
funds from outside sources than it did in 1951—a 
record year for outside financing. 


The over-all financial problem ahead will be that 
of limiting demands for funds to the supply, not of 
finding investments for available savings. Hence 
slight chance exists of any residual supply of funds 
that might be induced into new debt or wind up there 
by default. (This view, in particular, has emanated 
from Washington.) 


Much of the recent gain in corporate holdings of 
the public debt derives directly from the all-too- 
familiar boost in tax liabilities. But with tax burdens, 
apparently leveling off for the present at least, no 
net new demand for securities from this source should 
develop. 

Profits before taxes, in fact, are probably head- 
ing downward. The concomitant result then would be 
that currently incurred tax liabilities may fall below 
current payments on previous, higher earnings. To 
the extent that this occurs, current accruals would 
not only fail to generate funds to meet taxes, but 
may actually involve a draining away of liquid assets. 
(The unbalancing of quarterly tax payments under 
the Mills plan, however, is operating to transform the 
traditional cash-flow seasonal pattern. It implies 
eventually a market for short terms in the latter half 
of each calendar year, followed by their liquidation in 
the first half of the succeeding year.) 


Investing institutions show few indications of 
soon coming up against any shortage of profitable op- 
portunities for investment. The latest data, for ex- 
ample, indicate that life insurance companies are ac- 
quiring new investments at a rate only moderately 
below that necessary to dispose of the probable total 


of funds coming available for placement during the 
current year. 

In addition, the divestment of life insurance com- 
pany holdings of governments which characterized in- 
vestment policy in the immediate postwar years was 
maintained through 1951. On balance, $2.4 billion of 
these holdings was liquidated, bringing the proportion 
of governments to total assets down to 16%, compared 
with the 1946 peak of 45% and 21% for December, 
1950. 

Life insurance companies also have a backlog of 
commitments to make future loans and investments 
almost equal to the probable net gain in asscts in 
the current year. The $4.2 billion of such agreements 
outstanding at the first of the year, while less than 
that of last April, reflected both a rise in the fourth 
quarter and an increasing proportion of commitments 
to finance defense-related activities.! 


WHY THEY WILL BUY 


Starting from a different interpretation of current 
trends and with another set of future expectations, 
other observers maintain that funds may be gener- 
ated by corporations or accumulated in savings in- 
stitutions during the second half of this year. Adher- 
ents to this position reason along these lines: 


e Further decline in two major uses of funds of 
late—carrying inventories and financing receivables— 
will liberate for other investment a considerable 
amount of working capital. 


e Working capital needs will also taper off as de- 
fense pipe lines fill up and current government pay- 
ments for deliveries cover, if not exceed, current op- 
erating outlays. (In real terms, part of the 1953 deficit 
has already been privately financed; and new public 
debt will only replace existing private debt.) 


e Total capital construction, including home build- 
ing, is headed downward. Only defense or defense- 
supporting industries are likely to require additional 
capital. Home construction may fall 25% below last 
year. All told, total private capital requirements may 
fajl 87 billion or more. 


e The third quarter should bring easier conditions 
in the money market as these trends, plus the defense 
program “stretch-out,” the usual second-quarter sea- 
sonal decline in business loans, and smaller corporate 
tax payments coming due in the latter half of the 
year relicve some of the strain on banks and private 
firms, thus facilitating and preparing the way for any 
long-term ‘Treasury financing. 


Turopore RR. Gares 
Frepentck W. Jones 
Division of Business Economica 


‘Seasonal influences in commitment data are not readily ascer- 
tainable, Figures on monthly commitments have been collected 
only since April, 1961. 
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SELECTED BUSINESS INDICATORS 


Department store sales slide off... Recent weeks have fallen down to 1949 levels 
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PERCENTAGE CHANGE 
FROM COMPARABLE WEEK 


120 IN 1949 
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1952 


Percentage Change 


Latest Month | Latest Month 
over over 
Month Ago Year Ago 


Item 


Februaryp January December February 


Production and Business Activity— 


Industrial production, total (S)............ 1935-39 = 100 r 219 218 221 0 0.9 
panne gyods CS) ee eee nee 1935-39 = 100 r 280 |r 281 271 +0.4 +3.7 
Nondurable goods (S).................5- 1935-39 = 100 r 187 185 201 0 -7.0 
Mineratai(S)i.20. 9) 522 pees SL Se 1935-39 = 100 r 164 |r 163 158 0 +3.8 

Consumer durables (S)..................-- 1947-49 = 100 95 |r 98 146 -3.1 -34.9 

DRCIINE LOOM A ee srt conc cretl cnet 1945-47 = 100 266.3 264.7 114. 3q +0.6 +133.0 

Construction contracts awarded, residential .|| million dollars 338 346 531 +17.4 —25 4 

Construction contracts awarded, other...... million dollars 564 888 609 -13.4 -19.8 

Etetail salesi(S)ie e. scees hss ee ioe oe ae million dollars 12,642 12,318 13,593 +2.6 ~7.0 

Retail inventories (S)?..................-- million dollars 18,121 |r 18,098 18,455 +0.2 =].8 

Department store sales (S)................ 1947-49 = 100 r 108 109 115 -2.8 -8.7 

Department store inventories (S)?.......... 1947-49 = 100 118 119 127 -0.8 -7.1 

Manufacturing sales (S).................-- million dollars 22,958 |r 21,183 22,560 +8.4 +1.8 

Manufacturing inventories (S)?............ million dollars 42,007 |r 41,999 $4,120 +0.0 +23.1 

Manufacturing new orders................ million dollars 22,558 |r 20,759 28,190 +8.7 —20.0 

Manufacturing unfilled orders*?............. million dollars 61,501 |r 61,428 46,036a +0.1 +33.6 

Garloadings: tOltalsic o.ster etc oes case oe 717 688 691 +1.4 +5.2 

Carloadings, miscellaneous?................ 357 343 352 +3.9 |. +5.2 

Prices, Wages, Employment— 

Basic commodity prices'.................. 323.8 328.1 390.2 -3.1 -19.6 

Wholesale commodity prices, all........... r 118.0]r 113.5 116.5 -0.4 -3.3 
BAP WEN ear ado rsincs ike sea gdC2 is altel ol > systalel: shave’ bi r 110.0 }r 111.3 117.2 -2.0 -8.0 
lfiyitoe nett a2 eS ee meen o ty ee oe 1947-49 = 100 r 114.3 ]r 114.6 V17.2 0 -2.5 

Consumers’ price index.................-- 1935-39 = 100 189.1 189.1 183.8 -0.6 +2.2 

Farm parity price ratio................... 1910-14 =100 105 107 113 —-4.8 -11.5 

Non-agricultural employment.............. thousands 53,540 54,636 52,976 +0.3 +1.3 

Unemployment... 23.6 ste ds secs va cine » oi oolate thousands 2,054 1,674 2,407 +1.6 -13.3 

Factory employment..................5+: thousands r 12,775 |r 12,911 13,186 +0.2 -2.9 

Average weekly hours worked, manufacturing] number 40.7 41.2 41.0 -1.2 -0.7 

Average hourly earnings, manufacturing. .. .|| dollars 1.641 1.635 1.555 +0.4 +5.5 

Personal income (S)§.............00eeee00 billion dollars 257.3 )r 258.6 243.6 -0.5 +5.6 

Finance and Government— 

Bank debits, outside New York City*....... million dollars 74,953 76,049 62,370 -8.4 +10.1 

Biisiness WOANS es ie atiehdolst« vals djs ecelasiels oh million dollars 21,315 21,315 18,533 -0.8 +14.1 

Consumer instalment credit outstanding’. . .|| million dollars 13,313 |r 13,506 13,25 -1.4 +0.5 

Privately held money supply*.............. billion dollars -0.3 +5.7 

Federal budget receipts................++- million dollars +12.1 +30.4 

Federal budget expenditures............... million dollars 6.4 +59.0 

Defense expenditures................+00-- million dollars -7.5 +88.4 


million dollars —7,521 —7,969 —7,467 SOS Tic llinve eencroee 9S ee 


Federal budget surplus or deficit, cumulativ 


iati 8A Ak} 6140 centers a January, 1951 
Es peaers| Bee teceenl Ore UR lavetaus of 28 daily spot market prices TAverage of Wednesday figures _ n.a.Not available 
End of month 5Annual rate *From July 1 to end of month indicated p Preliminary 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve 
National Machine Tool Builders Association; Treasury Department; Taz Converence Boanp 
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ECONOMIC NOTES 


Employment of Older Persons 


The British Minister of Labor and National Service an- 
nounced in February the decision to set up a National Ad- 
visory Committee on the Employment of Older Men and 
Women. The purpose of this committee will be to advise 
and assist the government in carrying out its policy to pro- 
mote the employment of older people and thus extend the 
span of working life; and to bring together the many and 
varied interests concerned with this. It is felt that the 
older person should if possible contribute more than hitherto 
to the general economic effort of the community. This is im- 
portant for several reasons; eg., the increasing proportion 
of old people in the population, the general manpower 
shortage, and the frequent preference of the individual to 
carry on at work beyond the pensionable age—Source: 
Ministry of Labour Gazette, February, 1952, London, 
England. 


One Ruble Equals 2.80 Lei 


The Roumanian Government announced on January 27 
a drastic monetary reform, pegging Roumanian currency 
to the Russian ruble which it declared “the world’s most 
stable currency,” in contrast to the United States dollar 
which was described as “an unstable currency with a sys- 
tematically declining purchasing power.” Effective Janu- 
ary 28, the exchange rate is 2.80 lei to one ruble. Corre- 
sponding to the rate of 4 rubles to the United States dollar, 
the Roumanian exchange rate is thus 11.2 lei, compared 
with the previous rate of 150 lei. At the same time both 
wages and prices were reduced by 80%. In addition, it 
seems that there were price reductions of individual con- 
sumers’ goods beyond the general 80% reduction, so that 
the purchasing power of wages probably increased some- 
what. Thus, while in terms of the exchange rate the new 
value of the lei is more than 18 times the old value, 
the real internal purchasing power of the new lei is only 
somewhat more than five times that of the old.—Inter- 
national Financial News Survey. 


Switzerland, for Example 


Not long ago a well-known European politician explained 
to a Swiss audience that the countries of western Europe, 
having developed important manufacturing industries, had 
lo guard very carefully their colonial sources of supply of 
raw materials, in so far as they did not possess natural re- 
sources of their own. 


The Swiss, with their high degree of industrial develop- 
ment, could not help being somewhat surprised, since they 
have neither deposits of raw materials within their own 
borders nor any colonies, But they possess a sound currency 


—the Swiss franc—backed by ample monetary reserves and 
therefore convertible into gold and dollars. Thus they are 
able to buy raw materials in the cheapest market accessible. 
Moreover, the proportion of their current savings to the 
national income, 16%, ranks with that of the United States 
as the highest in the world. and the advantage of this is par- 
ticularly clear at a time when so many countries are labor- 
ing under a disequilibrium between savings and invest- 
ments, with adverse effects on their balance of payments 
and their currency position. 

One may well wonder what conditions would be like in 
that country of narrow valleys and not very fertile plains if 
Switzerland had not developed such a high rate of capital 
formation on the basis of a sound currency.—Per Jacobsson, 
in Skandinaviska Banken. 


Swedish GNP 


A preliminary estimate of Swedish gross national product 
in 1951 is SKr 88 billion (US$7.3 billion); in 1952, meas- 
ured at constant prices, it is expected to be 3% higher than 
in 1951. The national budget commission stresses that the 
basis for these estimates is more uncertain than usual, mainly 
on account of the wage negotiations this spring and also be- 
cause information concerning inventories is inadequate, and 
production may be affected by the bottlenecks created by 
scarcities of certain raw materials, Foreign exchange™ difti- 
culties in some European countries may also lead to some 
reduction in’ the demand and prices for Swedish export 
products.—International Financial News Survey. 


A Broadened Guarantee Program 


American corporations that make direct investments: in 
Marshall plan countries have for some time now been able 
lo get guarantees that they would be able to withdraw 
profits or capital in dollars. Such arrangements can be 
made through the Economie Cooperation Administration 
and the Export-Import Bank, and, if approved, are obtained 
with the payment of a premium, It is also possible to ob- 
tain guarantees against expropriation, (See “Bold New 
Program,” The Business Record, July, 1951, pp. 2735-280, 
for details.) 

The new economic and military aid legislation, the “Mu- 
tual Security Act of 1951,” now makes investment guaran- 
tees available “in any area in which assistance is authorized 
by this act” (Sec, 520, Public Law 165, 82d Congress, Ist 
Session). Pending further clarification, it would seem that 
new investments in the Near Kast, parts of Northern Africa, 
Asia—apart from the Chinese mainland —and the adjacent 
islands, and Latin America are covered. ‘This lepislation, 
it appears, has given the guarantee program almost world- 
wide scope. 
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